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ABSTRACT 
The process of deregulating the dairy industry had significant implications for on-farm 
business management decision making in south east Queensland. The central purpose 
of this research, initiated by the Dairy Research and Development Corporation, was 
to examine the adaptation process of dairy farm businesses to a more competitive 
environment. There was a common view within the dairy industry that farmers may not 
have the capacity to deal with the changes associated with deregulation or to make the 
appropriate adaptations in their farm business management. 
In approaching the research problem it became clear that an understanding of relationships 
in the broader industry context was required to interpret the dynamics of changing on-farm 
decision making and to identify the opportunities arising from deregulation. Supply chain 
management theory provided a broad conceptual framework for examining deregulation 
from economic, political, social and cultural perspectives. The structures of dairy-food 
chains and relationships were investigated through interviews with participants at the farm 
business, processing and retail levels, as well as individuals from the farm advisory services 
and industry organisations. 
The complexity of industry change and relationship development was explored through 
the research questions. These firstly examined the nature of the regulated environment 
and relationships, and their influences on farm business management. The historical 
and legislative environment of the dairy industry and the structure of the industry under 
regulation were examined, developing an understanding of industry paradigms and how 
they were changing in preparation for deregulation. 
The focus then shifted to the implications of deregulation on dairy-food chain relationships 
and how businesses within the industry responded to the changing environment. Based 
on this understanding the approach taken by the government and industry organisations in 
helping the industry to manage the transition to a deregulated environment was questioned. 
An assessment of industry documentation and public media reports suggested that their 
approach focused on social welfare and compensation arrangements. Further, government 
and industry organisations failed to focus on alternative legislative and organisational means 
of balancing negotiations between farm businesses and processors in the years prior to 
deregulation. This limited their insight and their capacity to help farm businesses to 
make the necessary changes in their decision making or consider the issues associated with 
negotiation in a commercial marketplace. 
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Finally consideration returned to farm business management decisions, and the question of 
whether supply chain thinking provides direction for future farm business decision making. 
The results suggested that the supply chain concepts of power, trust and communication 
would play pivotal roles in the negotiation, development and maintenance of relationships 
within the dairy-food chains of south east Queensland. It is clear that the distribution 
of power, the levels of trust and the effectiveness of communication are interrelated. 
Post deregulation, businesses within the production sector were in an inherently weak 
bargaining position because of the large number of small farm businesses supplying a 
highly concentrated processing sector. The changing nature of relationships between 
processors, distributors and retailers also had considerable implications for farm business 
relationships in dairy-food chains given that the business within these relationships were 
also experiencing difficultly in balancing power, building trust and communicating. 
This research proves that sustainable farm business management will not only require 
improved business management but also improved management of relationships with 
customers and suppliers. Future successful business decision making on farms in south east 
Queensland will require:-
o decisions on milk production which will establish the farm as a valued supplier to 
at least one processor. These decisions may include quantity, quality, composition (or other 
special attributes) , timing, and may even include location of the production process. 
D the decision to develop the skills and knowledge associated with modern farm 
business management, including financial planning and the use of business plans. 
o decisions on which dairy-food chain/s to become a part of, including which milk 
processor to supply (which processor can the farm business best meet the requirements of, 
has similar values and ideals, and will offer the best support for the farm business and 
relationship) . 
o decisions on either remaining as an individual farm business management unit 
or joining some form of collective bargaining group, producer group or similar horizontal 
coordination as a means of negotiating the supply and sale of milk. 
This final area of decision making where businesses take a more supply chain orientated 
approach, if theory adequately describes supply chain outcomes, should enable farm 
businesses as a part of a group to negotiate more powerfully with other links in the 
chain. Since individual businesses are unlikely to achieve sufficient size to negotiate with 
comparable power with the major processors, this research strongly suggests that collective 
bargaining and supply groups (horizontal integration) will provide opportunities for farm 
businesses to improve their power in negotiations. 
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CHAPTER 1 
INTRODUCTION 
I. I Background and aims of the research 
In the years leading up to its deregulation, the Queensland dairy industry, in particular 
the farm advisory service, industry organisations and processors, had a strong emphasis 
on improving business management skills on dairy farms. Their actions recognised that 
business decision making skills on many farms would be inadequate given the nature of 
changes resulting from deregulation. However, within the production sector there was a 
generally conservative attitude toward changes in the industry and the adaptation of their 
businesses in terms of improved management. 
In 1 997 the Dairy Research and Development Corporation saw an important opening 
for research into business management on Queensland dairy farms in a deregulated 
environment. This research project was borne out of what was being identified by 
industry participants as a lack of business management skills appropriate to a commercial 
environment and the predicted severity of the effects of deregulation on individual farm 
businesses . 
During 1 998, the formation period for the research design, the Queensland Department 
of Primary Industries and processor farm advisory services were running various business 
management workshops and were considering what support mechanisms were necessary for 
helping Queensland dairy farm businesses (Kerr 1 996) . Their efforts to train farmers in 
general business management techniques were limited by small attendance numbers and the 
unwillingness of many farmers to believe that deregulation could possibly occur. Given this 
background the research sought an approach that: 
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o would develop a picture of dairy farm businesses as they existed under a regulated 
system; 
o would develop an understanding of the perceptions, attitudes and values of industry 
participants in a regulated environment; 
o could identify the issues that would become critical in a deregulated environment; 
and 
o would develop an understanding of resultant changes in attitudes, perceptions and 
values of industry participants, and assess the impact of predicted changes on practical 
on-farm business management decisions in south east Queensland. 
The research began with a direct focus on the farm production level. However, it 
became clear that understanding changes in business management on dairy farms in 
a deregulated environment would require a much broader understanding of industry 
relationships, including: 
o the relationships between producers, service providers, processors and other sectors; 
o how those relationships operated in a regulated industry; and 
o how new dairy-food chain relationships would develop. 
Because the process or the steps of deregulation were uncertain in a political sense, and 
the timing and outcomes somewhat unpredictable, simply looking at business management 
decision making on dairy farms would have been complicated by continually changing 
parameters. What appeared, and proved, to be more researchable were the changes 
emerging in dairy-food chain relationships. Hence, the adoption of 'supply chain 
management' as the theoretical underpinning for the research. 
'Supply chain management is a concept which has evolved in recent years to reflect 
the fundamental changes which have occurred in the relationship between producers of 
primary products, manufacturing and retailers' (Bridge 1 996, p. 357) . 
The theory recognises the importance of understanding the entire dairy-food chain: the 
perceptions, values and attitudes of each sector; the decisions being made in preparation for 
deregulation; and relationships with dairy farm businesses. 
The research sought to understand the nature of changes brought about by deregulation. 
It firstly examined historical relations between industry sectors and business decisions made 
within the previously stable, regulated industry environment. Secondly, it investigated the 
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implications of changes and processes adopted by farmers to move their businesses into a 
competitive environment. 
Progression of the industry from a highly regulated to a deregulated state involved strong 
cultural change as well as changes in management practices. This research aimed to 
highlight social factors (the interaction of people; dairy families, farmers and extension 
officers, farmers and processor representatives) as integral to dairy farm businesses becoming 
competitive in the market driven industry, and to relations between producers and other 
sectors. 
One other significant study relating to the Australian dairy industry has been released 
linking deregulation and supply chain management theory. In June 1 999, the Australian 
Dairy Farmers Federation (ADFF) released its report 'Advancing Dairy Australia', on the 
future of the dairy industry. Employing supply chain management theory, this study 
focussed on the implications of deregulation at a national level, envisioning the industry 
as an integrated whole rather than examining individual supply chains. This national 
approach led to broad conclusions that were not in line with supply chain management 
theory. 
The ADFF report recognised that deregulation would mean that businesses within the 
dairy industry would experience increased competition, dairy-food chains would become 
more complex and diverse, and their control determined by a competitive environment. 
Deregulation would also challenge the way farmers manage their businesses and would 
demand the strategic management of relationships between producers and the final 
customers. The Advancing Dairy Australia project looked at the implications of these 
changes on Australian dairy farmers . It found that many Australian dairy farmers were not 
well equipped to deal with the implications of major changes in industry relationships on 
their farm businesses into the future (ADFF 1999) . 
In the new commercial environment, each business (including dairy farms) needs to 
understand its place in the market, how it can be individually competitive, and how 
it can contribute to the competitiveness of the dairy-food chain of which it is a part. 
According to the ADFF ( 1 999) while past relationships were driven by supply and regulated 
structure, information and closer integration will lead new relationships. Driven by the 
same pressures as all agri-food industries, including more complex global markets and 
increased concentration and competition, dairy-food chains will need to improve price 
signals, flow of market information, and relationships through contracts or other forms of 
integration designed to value add (ADFF 1 999) . 
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The AD FF report established the broad principles of supply chain management but its 
focus on the whole industry generalised, and therefore limited its outcomes. In its adoption 
of an 'industry good' approach, appropriate to the nature of the organisation for whom it 
was prepared, recommendations were predictably made for the ADFF's continued existence. 
Essentially the report used supply chain management principles to justify a continued 
unified industry approach to management, which under examination from a theoretical 
supply chain perspective contradicts the basic principles of supply chain management. 
Industries are made up of numerous and diverse supply chains which, under a competitive 
market situation resulting from deregulation, will no longer operate under a unified body 
expecting the sharing of commercially sensitive market information. 
In a true supply chain sense my research was also limited by its general nature as it looked 
broadly at all those operating in the south east Queensland dairy industry. Although 
it didn't look specifically at the strategies of one chain or one company, its goal was to 
understand some of the key differences and similarities in the approach of the major 
processors operating in the industry and the relationships between those processors, their 
customers and suppliers (segments of supply chains operating in south east Queensland) . 
Hence this research used the theoretical foundations of supply chain management to 
examine the major dairy-food chains in the south east Queensland region, and to draw 
conclusions on relationship development and its influence on on-farm business decision 
making in the future. 
1 .2 Inquiry paradigm and methodology 
Selection of the most appropriate inquiry paradigm must be based on the purpose of the 
research Qanesick 1 994, Marshall & Rossman 1 995) .  Contributing to this decision is 
the 'world view' or basic belief system of the researcher (Denzin & Lincoln 1 994) . For 
this research I have adopted a blend of constructivism/interpretivism (Schwandt 1 994) 
and Guba and Lincoln's ( 1 994) synopsis of critical theory paradigm by answering the 
ontological, epistemological and methodological questions they pose (Guba & Lincoln 
1 994, p. 1 08) . 
What is the nature of reality and what can be known about it? 
o Relativist ontology: there are many realities that are based on individuals' perceptions 
and these are influenced by the individual's social setting and past experiences. 
Individuals within particular groups will have similar views on the world because of 
their similar history in terms of social, political, cultural, economic, ethnic and gender 
value creation. 
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What is the nature of the relationship between the researcher and what can be known? 
D Subjective epistemology: the researcher and the subject are interactively linked and 
generate a joint understanding which is then interpreted by the researcher to create 
something that is known. 
How can the researcher go about finding out what they believe can be known? 
D Interpretive methodology: the methodological position flows from the chosen ontology 
and epistemology. It is about interpreting and understanding a process of social change 
through interaction between the researcher and the individuals and groups being studied. 
Deregulation and fundamental changes in dairy-food chain relationships were occurring 
as the research was being undertaken. Consequently it was necessary for the research to 
remain flexible and responsive. This was achieved through the adoption of an inquiry 
paradigm which recognised the significance of historical events (Guba & Lincoln 1 994) 
and relationships between individuals and groups as playing a major role in the way people 
adapt to change. Hence the inquiry paradigm of this research was essentially qualitative 
in nature. 
The goal of the research, to be exploratory and descriptive, as defined by Marshall and 
Rossman ( 1 995), necessitated that the inquiry generated an understanding of the whole 
picture. Qualitative research involves interpretation and explanation of people's frames of 
reference in relation to the issue being studied - in this case the nature of the dairy industry 
operating environment and the implications of deregulation for individual businesses and 
dairy-food chain relationships. It is concerned with social processes, and the methods 
employed aim to gain an appreciation of the perspectives, values and attitudes of the people 
being studied (Allan 1 99 1 ) .  
Methodology at the project level is concerned with the type of data the researcher needs to 
collect in order to answer their research questions. The research ideology, the nature of the 
research questions and the demands placed on the research outcomes, shape the project's 
methodology. Broadly speaking the choices are between quantitative data and qualitative 
data or a mixture of both. The question that needs to be asked is; what is the best way of 
going about getting the answers to the research questions? 
Consistent with these principles, each step in the process of research design (respondent 
selection, interview preparation and interaction during the conduct of the interview, data 
analysis and interpretation) was shaped by the values and perceptions of the researcher 
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(Guba & Lincoln 1 994) . My goal, as a qualitative researcher, was to present the 
participant's views in the most accurate and informed manner (Marshall & Rossman 1 995) .  
However the necessity for  data interpretation means that findings have been influenced by 
my understanding of the participants' environment. 
1 .3 Research approach: Questions and design 
Insights from the initial phase of industry familiarisation, moved the research focus 
from on-farm business management to understanding broader industry changes and their 
influences on farm businesses; hence the research questions became supply chain orientated. 
Following supply chain management theory the questions were designed to examine the 
structure of the Queensland industry and relationships within it. They investigate firstly the 
part that producers' relationships with other sectors of the industry play in on-farm business 
decisions and secondly how the process of deregulation will impact chain relationships and 
so the business management of dairy farms. 
1 .3 . 1 Research questions 
1 .  What was the nature of the environment and shape of relationships in the Queensland 
dairy industry prior to deregulation? 
a) What roles did the different sectors play? 
b) What was the nature of sectoral and inter-sector relationships? 
c) What was the nature of the operating environment for businesses and 
relationships? 
2. What environment or relationship factors influenced on-farm business management 
decisions in the regulated environment? 
3. What implications did deregulation have on dairy-food chain structures and 
relationships and what responses may have improved the process of change resulting 
from deregulation? 
a) How were roles, identities, business strategies and relationships redefined? 
4. What business management decisions will lead to sustainable growth and development 
of a dairy farm business in a more competitive environment? 
1 .3 .2 Research design 
This research was an exploration of the nature of relationships in the dairy industry from 
a regulated industry to a fully commercial industry. A qualitative approach was used to 
understand the perspectives of members from each level in the dairy-food chain on issues 
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of deregulation and relationships with other levels, in particular the production level and 
individual farm businesses. 
The research design focussed on qualitative methods of inquiry in information gathering, 
analysis and interpretation. There were seven stages in the research as indicated in Figure 
1 . 1 .  
Figure 1 . 1  Research stages 
Research 
Stages 
1 
2 
Immersion 
c meeting industry people 
a attending industry events 
a reading all media and literature 
Literature review 
a compilation of literature examining indus­
try history, structure, statistics and leg­
islation, supply chain theory and business 
��� ��� -m�a _na_ge_m_ ent theory 
3 
4 
5 
6 
7 
Data collection : Stage one 
a interviews with dairy farmers 
a preliminary interpretation and presenta­
tion of results to industry 
Data collection : Stage two 
a interviews with key industry participants 
from the dairy-food chains in Queensland 
a preliminary interpretation informing 
interviews in data collection stages 3 & 4 
Data collection : Stage three 
a interviews with extension officers and proc 
essor field staff 
a interpretation of data and presentation of 
preliminary results to a group of advisers 
Data collection : Stage four 
a second interview with dairy farmers in 
south east Queensland 
Data Analysis Stage 
a final analysis of each data collection stage 
a interpretation and presentation of results 
a preparation of discussion and thesis 
����������
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The immersion phase involved attending industry activities. It allowed me to become 
accustomed to the language and social interactions of the industry and in particular 
the production sector. This helped shape the interview questions and the protocols of 
interviewing dairy farmers as well as all the other groups in the industry. This was 
an important part of the research, where people discussed their opinions without the 
formality of being interviewed. I was also able to meet many people whom I subsequently 
interviewed, developing a level of trust and rapport before sitting down formally. These 
initial interactions also aided me in developing rapport early in interviews with those whom 
I had not previously met. Janesick ( 1 994) believes this is a key to qualitative researchers 
being better able to capture the real meaning of participants' points of view. 
Collecting and reading media reports and industry documents was a key aspect of the initial 
phase of the research and remained an important data collection method. This method 
was also invaluable in the collection of primary data, establishing data collection stages, 
selecting key industry participants, designing interview questions and guiding final data 
interpretation. It allowed me to remain abreast of industry changes, to make continual 
assessments on the industry environment and aided my progressive interpretation of the 
data collected over a three year period. This phase of the research ran parallel to and 
complemented the following research stages. 
Each research stage evolved out of the previous stage, shaped by field interpretation and 
changes as they were occurring in the industry. The qualitative nature of the inquiry 
allowed for flexibility in the research design to accommodate significant changes that would 
influence the outcome of the research. 
All primary data collection used semi-structured in-depth interviews, which ensured that 
each respondent answered questions on common topics and issues. The question structure 
was modified to be appropriate to the respondents' role in the industry and the industry 
environment at the time at which the interview was conducted (discussed in detail in 
Chapter 4) . Nevertheless, the central thrust of the interviews was consistent within each 
data collection phase, allowing the data to be viewed as a 'set' applying to that level of the 
supply chain at a particular stage in the deregulation process. 
1 .3 .3  Qualitative interviewing 
Qualitative research or data collection methods are commonly concerned with gathering 
information on social processes, events, interactions and relationships from an individual 
or group perspective (Allan & Skinner 1 99 1 )  and, through the researcher's interpretation, 
giving meaning to their social world (van Maanen 1 983) . One of the popular qualitative 
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research methods is interviewing. According to Glastonbury and Mackean ( 1 99 1 ,  p. 228) , 
in-depth qualitative interviews 'allow flexibility to react to the respondents situation and 
probe for more detail and encourage the respondent to be reflective' . During the interview 
the researcher tries to be open and sensitive to new ideas and new relationships that are 
evident in how the respondent is answering the questions (Allan 1 99 1 ) .  There is a balance 
between allowing the respondent to discuss the topics freely, and guiding the discussion so 
that all respondents have the opportunity to address each topic. In order to be systematic, 
providing rigour to qualitative research, the researcher must ensure that all topics are 
covered during each interview (Bernard 1988) . 
Qualitative interviewing in its variety of forms is a tool that allows the researcher 'to find 
out what is going on, why people do what they do, and how they understand their world' 
(Rubin & Rubin 1 995, p. 5) .  
1 .4 Thesis structure 
The structure of this thesis (shown in Figure 1 .2 below) is designed to provide the 
reader with an historical perspective of the dairy industry (Chapter 2) , an understanding 
of dairy industry structure and operation, and a theoretical background to supply chain 
relations (Chapter 3), before presenting, analysing and discussing the results of the research 
(Chapters 5-9) . The background details presented in Chapters 2 and 3, justify the research 
approach to data collection and analysis outlined in Chapter 4. While describing the 
methods employed Chapter 4 also places in context the interviews conducted for this 
research. 
Chapters 2 and 3 provide the historical and theoretical background to the research. 
Chapter 2 provides a detailed account of the legislative history of the Queensland dairy 
industry. Beyond the legislative background it provides an historical account of the 
major changes in the industry over the past century, drawing on these accounts to 
bring understanding of the factors which have shaped the social, political, cultural and 
economic aspects of the present industry environment and the relationships that exist. It 
also documents recent perceptions and attitudes toward the process of deregulation and 
concludes by examining the role of the Queensland Dairyfarmers' Organisation (QDO) 
and their approach to helping manage the change process. 
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Figure 1 .2 Thesis structure diagram 
Chapter Two 
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Australian dairy industry 
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Chapter 3 has two sections which continue to build the picture of the dairy industry and 
the direction from which the industry is being analysed. The first section outlines the 
theoretical underpinning of the research. The aspects of supply chain management which 
contribute to the understanding of relationships in the dairy industry are presented before 
the existing structure and relationships in the dairy industry are described. 
Chapter 4 provides detail on the research approach and design, and establishes the 
environment or context in which each stage of the data collection was conducted. Because 
changes were occurring relatively rapidly in the industry over the period of time in which 
data collection phases were carried out, consideration of the changing environment was 
important in the interpretation of results. An outline of data analysis methodology is also 
presented in this chapter. 
Chapters 5, 6, and 7 examine current relationships within dairy-food chains in south east 
Queensland. Chapter 5 focuses on the retailer/processor relationship and comments on 
strategies adopted by firms from these sectors in developing dairy-food chain relationships 
in a deregulated industry. It draws mainly on interviews conducted with retailers, 
Queensland milk processors and niche product processors. 
The processor/farm business relationship is examined in Chapters 6 and 7, presenting, 
analysing and interpreting data collected in interviews with processors and south east 
Queensland producers principally, and also farm advisers, retailers and industry body 
representatives. 
Chapter 6 focuses on the administrative aspects of milk supply arrangements between 
processors and farm suppliers describing the changes initiated in preparation for 
deregulation at the farm gate. It also examines the role and relationships of the 
farm advisory service and the changes associated with the service during the process of 
deregulation. 
Chapter 7 examines the third key aspect of the processor/farm business relationship: the 
mechanisms for relationship negotiation. It looks at the traditional farmer boards and their 
perceived effectiveness, before documenting the Australian Competition and Consumer 
Commission's (ACCC) authorisations for collective bargaining groups. This chapter 
argues that there is a range of old and new mechanisms associated with group supply 
and negotiation that provide potential opportunities for farm business in a competitive 
environment. Chapter 8 focuses on the impact of dairy industry deregulation on business 
management on south east Queensland dairy farms and the implications of 
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changing dairy-food chain relationships on future farm business management decisions. It 
considers the perceptions and attitudes of farmers toward their businesses, financial and 
business planning, and business management programs and professional advice. It also 
examines on-farm business decisions made within a regulated environment, an uncertain 
environment and the newly deregulated environment. This chapter presents conclusions on 
the possible directions of business management that will lead to sustainable and competitive 
dairy farm businesses and dairy-food chains in the Queensland environment. 
Chapter 9 draws conclusions on key issues that arose from the research. It is presented 
in two parts. Firstly conclusions on the process of deregulation and industry response in 
relation to the roles and responsibilities of the government, government representatives and 
industry organisations are examined and questioned. The second part to the conclusions is 
a focus on the strategies and hurdles of supply chain relationship development, examined 
in terms of the supply chain concepts of power, trust and communication. The chapter 
concludes by highlighting the implications of this thesis for policy, practice, and theory 
and for future research. 
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HISTORICAL AND LEGISLATIVE ENVIRONMENT OF THE 
AUSTRALIAN DAIRY INDUSTRY 
2. 1 Introduction 
This chapter presents a detailed analysis of the dairy industry environment, with a 
particular focus on the three year period ( 1 998-2000) in which the research was conducted. 
Legislative changes in the dairy industry and the socio-political climate that shaped these 
legislative developments are discussed. The majority of this information is drawn from 
historical accounts of the dairy industry, compiled mostly by dairy industry organisations, 
in particular the Queensland Dairyfarmers Organisation (QDO) . 
The documentation and analysis of recent changes and the nature of the environment 
in the dairy industry over the past three years has come from print media, including 
the Queensland Dairyfarmer (the official newspaper of the Q DO) , The Australian, The 
Courier Mail, Queensland Country Life and other agricultural papers, and news releases 
from websites of numerous industry organisations and governments. The collection of this 
material has been crucial in compiling a recent historical analysis of the social expectations 
and political climate in which deregulation took place. 
2. 1 . 1  Australian policy environment and agricultural restructuring 
The Australian dairy industry has historically been extremely protectionist (Stoneham, 
Daniel & Bardsley 1 994) . Legislation over the past century has changed with fluctuations 
in the socio-political climate, but for the most part, has worked to increase protection 
through extensive regulations. However, the recent climate of change at the commonwealth 
level, to reduce regulation, has been an interesting contrast to the public pressure and 
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arguments for continued regulation put forward in many state dairy industries, in particular 
Queensland, New South Wales and Western Australia. 
During the second half of the 20th century, Australian rural policy focussed on 'managing 
change in agriculture' (Higgins 1 999, p. 1 3 1 )  and over recent decades has become more 
economically driven or 'neo-liberal' .  Neo-liberal policy follows a basic ideology that market 
forces will deliver a better distribution of economic resources than government intervention 
and as such, achieve economic efficiency and increased social welfare (Fels 1 998) . 
By the late 1 960s governments were no longer willing to provide agricultural assistance in 
the form of regulated prices or subsidies based on the cost of production, and therefore 
began implementing policies to restructure the farm sector by helping unviable, low income 
farms to restructure debt and amalgamate. In the dairy industry this was through the 
Marginal Dairy Farms Reconstruction Scheme 1 970 (discussed further in section 2.2. 1 ) .  
The Whitlam Government elected in 1 972 moved policy further toward the economic 
efficiency rationale, and the establishment of the Industries Assistance Commission, under 
the Trade Practices Act 1 974, began the push for deregulation (Higgins 1 999) . The 
Trade Practices Act 1 97 4 introduced pro-competitive reform in order to protect consumers, 
limit abuse of market power by business, promote fair trading and improve efficiency in 
industries (National Competition Council 1 999) . 
The following Liberal-National Country Party (under Malcolm Fraser) reintroduced some 
rural assistance, under the ideological premise of the social importance of farming families 
and agrarian lifestyle. Even given their support for their rural voters the Fraser government 
introduced a new structure to rural industry assistance driven to some degree by neo-liberal 
policy, but also influenced by social policy. The 1 977 Rural Adjustment Scheme (RAS) was 
'introduced in order to assist farmers in 'adjusting' to market-determined prices, rather than 
relying on previous supply-based output support' (Higgins 1 999, p. 1 37) . An emphasis on 
welfare assistance remained under this government which attested to the social desirability 
of ensuring farmers received an income in order to sustain a rural lifestyle. 
The Hawke Labour Government pursued a major shift from farm assistance for lifestyle 
maintenance and extensively restructured agricultural policy, introducing a new RAS in 
1 988. The RAS was reorientated towards 'improved farm management and productivity, 
rather than farm family assistance' (Higgins 1 999, p. 1 38) and was another step toward 
neo-liberalist policies. Its new purpose was to 'assist in maintaining and improving the 
efficiency of Australian rural industry and so better place the industry to meet international 
competition and contribute to the national economy' (Higgins 1 999, p. 1 39) . There was a 
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significant shift in thinking within the Federal Government that farming should be treated 
as a business and that lifestyle was regarded as secondary. An important aspect of this 
scheme was the implementation of a farm financial management skills program, with an 
emphasis on self-reliance and improved risk management. The focus of the 1 990s followed 
this line of improving business management skills and encouraging the farming sector to 
be more business orientated. 
The current federal rural assistance program was introduced by the Liberal-National 
Government in 1 997. The package aims to 'help the rural sector to be more competitive, 
sustainable and profitable' by focussing on four key objectives: 
o Help farmers profit from change; 
o Give farmers access to an effective welfare safety net; 
o Provide incentives for ongoing farm adjustment; and 
o Encourage social and economic development in rural areas. 
(Agriculture, Fisheries and Forestry -Australia (AFFA) 200 1 )  
The program's aim of facilitating 'successfur change combines two approaches. The first 
provides funding for improving the profitability and sustainability of agricultural industries 
by providing farmers with education and training programs to increase their business 
management skills (FarmBis and Property Management Planning) , supporting export 
markets and providing financial assistance for introducing innovative farm management 
practices. The second approach is in the form of welfare support through retirement 
assistance, income support and a restart scheme providing help for farmers in financial 
difficulty (AFFA 200 1 ) .  
Around 60% of  the $309.4 million funding (over four years) will be  spent on  the FarmBis, 
Property Management Planning and Farm Innovation programs. Just over 35% of the 
funds are directed toward the Farm Family Restart welfare program (AFFA 200 1 ) .  The 
allocation of funds indicates strong continued support by the federal government for rural 
social policy, but a concentrated focus on improving business management in the farming 
sector. 
2.2 Legislative history and government policies in the Australian dairy 
industry 
2.2. 1 Legislative structure overview 
The Australian dairy industry has historically been divided into two sectors based on the 
end use of milk. Manufacturing milk was defined by its use in the manufactured dairy 
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product sector, being processed into dairy products including short shelf-life products 
(yogurts and soft cheeses) , long-life products (skim milk power and butter) and food 
ingredients (Abdalla & Gleeson 1 996) . This sector was governed by federal legislation, 
which supported both domestic and export markets since the 1 930s, but followed a general 
trend of a declining level of regulation. 
The market milk sector included milk processed into wholemilk, modified, low fat, 
flavoured and UHT (ultra-heat treated) milks for drinking. This fresh milk chain was 
controlled by state governments and has therefore operated differently in each state. All 
states had pricing and supply regulations for fresh drinking milk, which had consistently 
increased since the 1 950s. However, over the last decade these regulations have been 
restructured and reviewed, and ultimately removed by deregulation on July 1 2000. 
2.2.2 Federal Government legislation 
During the past century Federal Government legislation controlled the dairy industry in 
relation to milk production and dairy food safety. A range of regulatory mechanisms have 
been used to support the supply of dairy products to international and domestic markets, 
and the domestic prices paid to farmers for milk used in the manufacture of dairy products. 
During WWI, price support was used to ensure an adequate supply of dairy products to 
domestic markets as high world prices and increased export demands drew product from 
domestic markets. This could be viewed as the first protectionist policy to begin to change 
and establish new mindsets in the dairy industry that would continue through to the end 
of the century. Farmers began to see government support as a way to boost the profitability 
of their farming business, as something they 'deserved' because of the perceived social good 
in producing milk for society (Queensland Dairy Legislative Review Committee 1 998) and 
eventually as something essential to their business. 
The introduction of the first legislation to set a regulated price based on production 
costs occurred in 1 947, supported by post wartime demands. Issues of contention 
between the government and industry over support levels, prices based on production 
costs and perceived levels of efficiency had already begun in the early 1 940s. The 
government believed that regulations restricted efficiency gains while the industry argued 
that regulations provided them with the financial support to invest in efficiencies. 
Regardless of the pressure from government to operate without regulations, the industry 
managed to continually increase its level of support. This apparent contradiction occurred 
because of the relatively large number of dairy farmers and people associated with the 
industry, powerful lobbying organisations and politicians sympathetic to their plight. 
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When demand and prices declined as a result of increasing competition on Australian 
markets, from substitute products (margarine) and New Zealand produce, and in export 
markets from increased world production, the government saw the need for additional 
support in a form which would encourage industry adaptation to the changing market. 
In an attempt to implement dairy industry restructure in the late 1 960s, the government 
proposed to allocate $25 million over a four year period to assist unprofitable dairy farmers 
to leave the industry and to support those who remained to expand their dairies through 
amalgamation. In 1 97 1  the Marginal Dairy Farms Reconstruction Scheme package was 
finalised, with $ 1 6  million allocated to Queensland dairy farms (Statham 1 995) .  In what 
was and continues to be a common occurrence, the dairy industry disagreed with the 
government's approach. The government's policies of 'get big or get out' angered farmers 
then as much as they do now (Statham 1 995) . 
Although the industry fought against the government's attempts to restructure it, a 
reduction in the number of dairy farms, the exact thing they were fighting against, was 
already occurring naturally in the industry. An in-depth study undertaken in Northern 
NSW (Christiansen 1 970) recorded that the decline in dairy farms between 1 966 and 1 970 
was approximately 35%. On average it was the smaller holdings that ceased dairying with 
23% of farms surveyed having been amalgamated to form larger farming units. 
The market environment changed significantly in the 1 970s when Britain, Australia's 
traditional export market, joined the European Economic Community (EEC) and Labor 
won power in Federal Government. The loss of Britain as an export market for Australia's 
low valued manufactured products forced the industry to look elsewhere for export markets. 
Asian and Middle Eastern markets provided a close and growing market (Australian Dairy 
Corporation 1 999) . Given this environment, Labour Senator Ken Wriedt, then Minister 
for Primary Industries announced the government's goal to 'make farming more of a 
business than a way of life' (Statham 1 995, p. 75) . 
Regulatory support of prices was acknowledged by industry to encourage over-production 
and to restrict processors and manufacturers from setting prices realistic to costs and realistic 
in terms of competition both interstate and from importing countries such as New Zealand 
(Queensland Dairy Legislative Review Committee 1 998) .  The pooling system, which 
averaged prices to companies from products sold domestically and internationally, separated 
the processing and production sectors of the industry from the realities of the marketplace. 
It gave no consideration to quality, product differentiation or marketing and promotion 
success of individual processors (Queensland Dairy Legislative Review Committee 1 998) .  
It  also acted to reduce incentives for innovation and commercial incentives to differentiate 
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product via quality standards or through marketing (Australian Dairy Corporation 1 998a) .  
I t  may have also restricted manufacturers from paying farmers more or  less depending on 
their success in the marketplace. 
Indirectly related to dairy industry legislation, but nonetheless a change which had a major 
impact on the Australian dairy industry was the Australian Government's policy on Closer 
Economic Relations (CER) between Australia and New Zealand in 1 983 .  Ninety percent 
of New Zealand's dairy production was exported and New Zealand dairy products were 
sold in the Australian market at the same price they were receiving in other world markets 
(world parity price) . This had the effect of lowering manufactured product prices for 
domestic processors. 
In response to these evident market failures, another attempt was made to make the 
industry more market orientated and more internationally competitive. Discussions on 
new marketing arrangements began in 1 985 between the then Federal Minister for Primary 
Industries, John Kerin and industry organisations. Early negotiations between Kerin 
and industry saw the government's original proposal rejected by industry, as a level of 
'deregulation' inappropriate for the industry at that point in time. The Australian Dairy 
Farmers Federation (AD FF) claimed that the end result, if introduced, would be a 'market 
milk price war between the states and a collapse in State liquid milk marketing systems' 
(Statham 1 995 p. 1 07) . This outcome was generally supported by the Victorian industry 
even then (Rowley 2000a) . During negotiations, one of the aims of the Australian Dairy 
Industry Council (also not supported by Victoria) was to keep production at 5300 million 
litres (around half of production in 2000) . 
During the 1 980s the states most reliant on regulations (Queensland, NSW, WA and 
SA) continued arguments in support of regulations, restricting production to current 
levels, levies and market support arrangements, underwriting of price, and protection from 
imports by tariffs. Industry Commission inquiries and federal government advisers were 
not supportive of continuing arrangements and believed that the dairy industry needed to 
adjust to the market environment (Statham 1 995) . 
An amended version of the new marketing arrangements, the Kerin Plan, was introduced 
in 1 986. A levy (about 2 cents per litre) on all milk produced, supported exported dairy 
products and made dairy farmers' returns dependent upon their manufacturer's success in 
the marketplace. For manufacturers, prices were no longer equalised which meant that 
their returns were based on their own processing and marketing efforts. Consequently, 
the introduction of this legislation had the effect of encouraging rationalisation in the 
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processing sector. Through mergers and acquisitions, companies improved their economies 
of scale, made productivity gains and increased promotion and marketing. The support 
payments under the Kerin Plan were to be phased down from around 45% (above average 
export prices) in 1 986 to 22% in 1 992 (Rowley 1 998) . 
Revised support arrangements known as the Crean Plan replaced the Kerin Plan in 1 992. 
The new plan was designed to operate until 2000 and provided export support at 22% to 
be phased down to 1 0% in 1 999-2000. In 1 994, in response to developments from the 
GATT Uruguay Round, the Crean Plan was revised (as it was classed as an export subsidy) 
to comply with GATT obligations. The levy was changed from an all-milk levy export 
support to a product-levy domestic support. The new regulation governing manufactured 
milk was called the Domestic Market Support Scheme (DMS) . Its level of support was the 
same as the Crean Plan, but it was provided independent of export sales. The DMS was 
legislated to sunset on June 30 2000, removing all manufactured milk support (Statham 
1995) .  
Domestic Market Support Scheme 
Under the Domestic Market Support Scheme, farm gate prices for manufacturing milk were 
directly based on the export prices that manufacturing companies achieved on international 
markets, combined with a payment from collected levies. There were two levies from 
which dairy farmers received payments, through the Australian Dairy Corporation (ADC), 
based on the level of their production going into manufactured milk products. One levy 
was collected at farm level on all market milk (price regulated drinking milk consumed 
domestically) . This levy was about 1 .9 cents/litre in 1 996/97 (Centre for International 
Economics 1 998) . 
The second levy collected from manufacturing companies was 3.74 cents/litre in 1 996/97, 
and was collected on all milk used in dairy products sold on the domestic market. 
Exported dairy products were exempt from the levy. Also exempt from the levy were 
imported manufactured dairy products, the greatest proportion coming from New Zealand, 
disadvantaging Australian manufacturers on domestic markets, and creating the strong 
impetus in Victorian companies to encourage total farm gate deregulation in order to create 
a more fair and competitive domestic market. 
In 1 997/98 the redistributed levy to farmers was 1 .67 cents/litre on manufactured milk 
(Centre for International Economics 1 998) . With continual increases in production 
(increasing production at a greater rate than increases in drinking milk consumption) this 
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support payment reduced to around .95 cents per litre in 1 999/00 as the payment had to be 
spread over a greater number of litres (Rowley l 999a) .  
The DMS essentially transferred money from states with a larger proportion of  market milk 
(Queensland, N5W, WA) to states that mainly produced manufactured milk (Victoria and 
Tasmania, Centre for International Economics 1 998), and the levy provided some assurance 
that the southern states would not compete in the fresh milk markets of the northern 
states with cheaper product (Statham 1 995) . In practice it protected state marketing 
arrangements, through a gentlemen's agreement. 
The end of the DMS on 30 June 2000, was viewed favourably by Australia's manufacturing 
companies. Increasing competition from imports had made it difficult for manufacturers to 
extract the levy they paid on products from domestic consumers. 
2.2.3 State Government legislation 
Historically, the Australian dairy industry has also been organised along state lines . The 
nature of dairy products and lack of refrigerated transport early in the century meant that 
farms and factories were widely distributed across the nation and servicing relatively isolated 
local markets . Consequently, legislation was developed separately in each state to suit the 
differing nature (climate and the distribution of farms and factories) of the state based 
industries (Australian Dairy Foods 1 994) . However many commonalities existed. Each 
state governments' responsibilities primarily extended to the regulation and control of fresh 
drinking (market) milk from the farm to the consumer. State dairy authorities were 
established to control the sourcing, distribution and pricing of milk destined for drinking 
milk markets (Australian Dairy Corporation l 998a) .  
The first state regulations in  Queensland were introduced in  1 938 and set farm gate prices 
for fresh drinking milk. There are, however, two opposing views on the purpose behind 
the introduction of the Milk Supply Act 1 938 and the establishment of the Brisbane Milk 
Board. 
The Queensland Dairy Legislation Review Committee ( 1 998), asserts that the underlying 
objective in dairy industry legislation has been to ensure the provision of an 'adequate 
supply' of milk to domestic consumers. It has therefore been argued that the establishment 
of the Brisbane Milk Board by the State was to meet society's needs for fresh milk, ensuring 
milk was produced all year round by guaranteeing farmers a regulated premium price for 
that milk (Australian Dairy Foods 1 994) . 
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This contrasts with Anne Statham's ( 1 995) position in her book commissioned by the 
QDO. She claims that the Milk Supply Act 1 938 was introduced in response to oversupply 
in the Brisbane market, due to dropping export prices. This increasing competition on 
domestic markets had the effect of lowering prices. The Brisbane Milk Board was therefore 
created to control supply and to organise marketing of milk in Brisbane. Furthermore, it 
was a means of protecting the original suppliers of the Brisbane market from competition 
from farmers outside the region and to retain the higher prices paid to those farmers for 
fresh milk. 
Bevan ( 1 999) also refutes the Review Committee's reasoning for fresh milk regulations as 
a mechanism to maintain supply, claiming it was a 'dubious rationale aimed, in truth, at 
protecting sectional and political interests' . With the high number of dairy farmers that 
were operating in Queensland, it is hard to imagine that regulated supply and pricing 
was necessary to guarantee supply (Queensland Department of Primary Industries 1 99 1 ) .  
I f  seasonal production was a potential cause of milk shortages at certain times of  year, 
milk processors (mainly farmer owned cooperatives) requiring raw milk would surely have 
negotiated an agreement with producers (and owners) willing to supply out of season. 
Regardless, an entitlement (quota) system was introduced in the 1 950s and was an 
additional mechanism to regulate the supply of fresh milk to Brisbane, indicating that 
oversupply continued to lower returns to farmers. The legislation entitled south east 
Queensland farmers holding quota to supply the fresh milk market and receive a regulated 
premium price for that milk. Quotas by nature, restrict total product supplied to a market, 
keeping prices higher than they would be otherwise (Dunn 1 998) . 
In 1 96 1 ,  legislation was introduced which gave the Brisbane Milk Board the power to set 
prices in Brisbane (and the chairman the power to set prices for the rest of Queensland) 
based on cost of production surveys. This created significant inequities between farmers, 
'the haves and have nots', based on where their farm was located and the market which 
they supplied (Statham 1 995) .  
After the Australian dairy industry lost their export market to Britain in 1 973 and the 
federal government removed the subsidy for manufactured products, State government 
legislation maintained a division in the Queensland dairy industry. Those farmers in dose 
proximity to the Brisbane milk market continued to be substantially better off with higher 
returns than their colleagues in regional areas of south east Queensland. An allocation of 
quota to those farmers outside the Brisbane region, occurred in 1 977 with the introduction 
of the Milk Supply Act 1 977. Compensation was paid to those farmers in the Brisbane 
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region who had to give up a proportion of their quota for redistribution. A value was 
placed on quota allowing farmers 'to retire gracefully', which then allowed this quota to 
be redistributed as well (Statham 1 995, p. 90) . This was an additional restructure scheme 
to the federal government's compensation package six years earlier (Marginal Dairy Farms 
Reconstruction Scheme, see section 2.2.2) . 
Quota schemes had additional negative implications, resulting in a misallocation of 
resources, rent seeking behaviour and distorted market signals. The high value of quota, a 
direct result of artificially high premium prices and restricted supply, hindered the ability 
of new entrants to join the production sector and rewarded farmers regardless of their 
efficiency (Queensland Department of Primary Industries 1 99 1 ) .  
Debate over the introduction of  an extended quota system in  1 977, between Pat Rowley 
(President of the QDO) and Ed Casey (Labour shadow Minister for Primary Industries) saw 
the industry being criticised once again for being over-regulated. 'Casey described the bill 
as "the most socialist piece of legislation since the 1 9 1 5  Sugar Equalisation Bill" . . .  and 'the 
Milk Entitlements Committee (as) a step forward as far as the industry is concerned but it 
is 20 years behind its time' (Statham 1 995, p. 9 1 ) .  The industry's arguments for the new 
regulations were that they provided for equal distribution of the regulated premiums for 
market milk and that it would allow farmers leaving the industry to be compensated for 
their equity in supplying market milk. 
Conflict also existed during the 1 970s negotiations between the major exporting states 
(Victoria and Tasmania) and the non-exporting states (principally Queensland and New 
South Wales) (Statham 1 995) .  The differences between the states 30 years ago were very 
similar to the differences which exist today. From a Queensland industry perspective, 
Victoria's approach to maximising returns from increasing production made them the 
producer of surplus milk for which no markets of value could be attained. States such 
as Queensland were seen by Victoria as being over protected to the disadvantage of their 
more efficient farms and factories. Nevertheless, Queensland (along with other market milk 
focussed states) fought successfully to keep the higher value fresh (market) milk industries 
regulated on a state basis (Statham 1 995), regardless of the contravention of s92 of the 
constitution which requires free trade between states. 
In the 1 970s the Queensland dairy industry had other regulations which restricted new 
dairies from opening (protecting the existing dairy farmers), and yet the industry was 
continually discussing the loss of dairy farmers to other agricultural pursuits (mainly to 
beef) and to urban employment. It wasn't until 1 98 1  under pressure from some processors 
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facing insufficient milk supplies, that new dairy farms were allowed to open in south east 
Queensland, and only then under strict guidelines (Statham 1 995) .  
The Milk Supply Act 1 986 made entitlement in South East Queensland tradeable between 
farmers within a processor group (Queensland Dairy Legislative Review Committee 1 998) . 
Although the majority of entitlement was obtained through the original allocation and 
subsequent distribution of growth, the tradeable nature of entitlement increased the total 
capital value of dairy farms and the fixed costs associated with milk production. 'For 
producers, the actual or opportunity costs of such an asset add [ed] significantly to the 
return required for milk production' (Queensland Department of Primary Industries 1 99 1 ) .  
A catch 22  situation was created where the increasing cost of quota, increased the cost 
of production allowing the industry to argue for increasing the premium paid for that 
product. The greater the premium the more valuable quota became and the greater the 
capital investment of farms in quota. The dilemma is then that those farmers who would 
chose not to invest in quota would have a lower cost of production but receive a lower 
average price which was based on unregulated manufacturing prices and would fluctuate. 
The decision for most farmers, given that most quota was allocated free of charge was to 
choose the path of buying more quota and structuring their business to take advantage 
of the regulations. 
Regulations into the 1990s 
During the early 1 990s State governments continued to have extensive control over the 
market milk sector of the dairy industry, and in states such as Queensland this was of 
great significance given that market milk comprised around 50% of production. The 
government not only set farm gate prices for market milk, but also had control over pricing 
throughout the supply chain, determining margins for processors, distributors and retailers. 
They also controlled where each processor could sell milk through franchised regions, 
which meant that processors were not competing in any way for sales of market milk. 
As price was regulated there would have been little advantage anyway. In other words, 
the Queensland dairy industry had supply chains for fresh milk entirely governed by state 
legislation which was production orientated rather than market orientated (Queensland 
Department of Primary Industries 1 99 1 ) .  
However, during the 1 990s the high level of regulation from the previous decades 
underwent considerable legislative reform, accompanied by industry restructuring. During 
this period there was again a large amount of criticism from the commonwealth and 
state bureaucracies, of the legislation in the dairy industry (Queensland Department of 
Primary Industries 1 99 1 )  and given their support of NCP agreements this position is not 
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surprising (Forsyth 1 998) . In Queensland, the Dairy Industry Act 1 993 was introduced in 
recognition of the move toward less regulation in the Australian dairy industry. 
Dairy Industry Act 1993 
The Dairy Industry Act 1 993 had the primary purpose of providing 'for the 
implementation of a comprehensive program of reforms designed to enhance the 
competitive position and long-term viability of the Queensland dairy industry' (Queensland 
Dairy Legislation Review Committee 1 998) . The State government had finally initiated 
deregulation of a large part of the Queensland dairy industry. The 1 993 Act allowed 
for industry adjustment over a five-year period, removing pricing and supply management 
regulations post farm gate on January l ,  1 999. Post farm gate deregulation therefore 
involved the removal of regulated prices from the processing sector through to retail, 
removal of exclusive distribution zones for vendors, removal of exclusive franchise regions 
for processors, and removal of the Q DA's vesting powers and their intervention in the 
marketplace. Queensland was the last state to remove these regulations, following Western 
Australia in 1 990, Tasmania in 1 993, Victoria and South Australia in 1 995 and New South 
Wales in 1 998. 
The removal of post farm gate regulations on January l, 1 999 established a set of new 
rules governing relationships between the processing, vending and retail sectors. The 
vending sector although having undergone significant rationalisation since 1 993 were now 
competing with each other for the purchase of milk from processors (if independent of 
processors), for supply contracts with retailers, and were also competing with retailers on 
price when selling direct to consumers. The power of supermarkets increased substantially 
with the ability to negotiate with all processors and venders after the removal of franchise 
regions. The supermarket's power to negotiate lower prices through large contracts with 
processors, worked to increase their competitive power in dairy-food chains. The nature of 
dairy-food chains which incorporate a supermarket differ greatly from chains with smaller 
retailers, in terms of relationship structures (particularly power distribution) and hence 
there is variation in the implications of post farm gate deregulation on these businesses 
and chains. 
Arguments for the retention of regulations at the production level (farm gate price and 
associated supply management) were again centred around maintaining year round milk 
supplies, by protecting premium prices for market milk supplied. One of the principal 
objectives of the act was to 'ensure the provision of high quality dairy produce in sufficient 
quantities to meet public demand' (2(a) (ii) Dairy Industry Act 1 993) . Interestingly, many 
comments made during the 1 990s pertaining to maintenance of milk supply seem to have 
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little consideration of technological improvements in refrigerated transport, the significantly 
higher production levels in southern states and the influence of the competitive marketplace 
on the processing sectors sourcing of raw product. In addition, little recognition was 
given to the processing and manufacturing businesses' ability to control supply necessary 
for their operations. With the benefit of hindsight, the arguments of the government and 
the Queensland Dairyfarmers Organisation in the introduction of the 1 993 legislation were 
fundamentally flawed in this aspect and were based on protecting the production sector 
from the realities of the marketplace. 
The idea that farm gate regulation was necessary for guaranteeing milk supply existed 
for much of the 20th century and perpetuated well into the 1 990s, even when evidence 
suggested otherwise. This illustrates the strength of people's perceptions supported by 
cultural and social expectations. They remained relatively unchallenged with the exception 
of a few academics and politicians, the latter losing conviction when faced with rural voters. 
Farm gate pricing and supply management in Queensland 
The Dairy Industry Act 1 993 provided the QDA with the power to fix a maximum and 
minimum price to be paid for market milk at the farm gate. These legislated price controls 
were designated under Dairy Industry (Market Milk Prices) Orders. 
Given that market milk received a premium resulting in the price being approximately 
double manufacturing milk price, each state required a supply management system which 
allocated market milk between farm suppliers and restricted supply or products from 
interstate. 
A pooling system operated in Victoria, Tasmania and South Australia, whereby all dairy 
farmers within a state received market milk prices for the same percentage of their milk 
production. Pooling achieved an equitable distribution of the premium paid on market 
milk, regardless of which company a farmer supplied and unrelated to whether any of their 
milk was used as market milk. 
In New South Wales a quota system operated where each farmer owned an individual quota 
to supply market milk. These quotas were based on four weekly periods of the year and 
were freely tradeable. The system allowed farmers to consider the quota as a marketable 
capital asset, and also to structure their individual seasonal production pattern in response 
to agro-climatic factors. However, if a farm sold all of its quota and placed their entire herd 
on seasonal milk production, there would be no guarantee that quota would be available to 
re-purchase in the next few months. Farmers were still restricted to year round production 
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if they chose to be a part of the quota system. Once again, there was not necessarily any 
physical connection between the final use of milk and the premium paid, except that on a 
state wide basis the two quantities (that is, the quantity of market milk purchased and the 
quantity of liquid milk consumed) were in balance (Parker, Woodford & Woods 2000) . 
Queensland was historically divided into three regions with different supply management 
systems. North Queensland operated a pooling system, central Queensland had an 
individual tradeable quota system based on daily production quotas and south east 
Queensland had a statutory entitlement system with individual tradeable quotas. The daily 
quota systems meant that farmers were encouraged to maintain an even production pattern 
throughout the year. 
Each supply management system had the result of simplifying the commercial relationship 
between the farmer and the processor as it precluded farmers from negotiating supply 
arrangements between the various companies in relation to their share of the market milk 
production. The removal of processor franchise regions and competition in fresh milk 
in the marketplace, had implications for the remaining farm gate pricing and supply 
management regulations that existed in Queensland. Although post farm gate deregulation 
did not remove individual supply management systems, the pooling system operating 
in north Queensland (which functioned effectively while processors were restricted by 
franchise regions) would have disadvantaged this group of producers if the processor they 
supplied lost market share in their region (Supply Management Working Group 1 998) . 
This could occur if supermarket contracts changed between processors. 
As from 1 January 1 999, all of Queensland shifted to a state wide supply management 
scheme with all farmers having tradeable statutory entitlements/ quotas. Although the 
extension ensured that north Queensland dairy farmers were not disadvantaged, they argued 
against the extension of the SEQ system, lobbying to maintain their current percentage 
system. This is one example of dairy farmers not understanding the existing legislation, nor 
the significance of post farm gate deregulation on the industry structure and certainly not 
the implications of full deregulation which was to occur in a year and a half's time. 
2.2.4 National Competition Policy review 
An important part of the recent history of the dairy industry has been its compliance with 
National Competition Policy (NCP) provisions. National Competition Policy began its 
development in Australia in the early 1 970s with the passing of the Trade Practices Act 1 97 4 
(Mauldon 1 999) . In April 1 995 ,  in response to the Hilmer report on competition policy, 
the Competition Principles Agreement (CPA) was signed by the Federal and State/Territory 
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Governments. Under the agreement, by the year 2000, all governments were required to 
review legislation which potentially restricted competition (Pritchard 1 999) . In order to 
retain any anti-competitive legislation, it was necessary to provide substantial evidence of a 
net public benefit from the legislation, determined by the terms of reference of the National 
Competition Reviews. In each review an assessment of the social, economic, environmental 
and regional impacts of the legislation was necessary (McCredie & Davey 1 998) .  
Many opponents of deregulation questioned the principles upon which judgements o f  these 
impacts were assessed. Those critics argued that the reviews were 'foremost an economic 
process, not a social one' (Dunlop 200 1 ) ,  and that any assessment of public benefit under 
the competition review process was narrow, with seemingly minimal regard for social issues 
and communities' concerns about the political, economic and social environment in which 
they live. 
The evidence from the NSW and Queensland legislation reviews under NCP terms of 
reference had 'comprehensively proven that the alleged savings to consumers from the 
removal of regulation were largely an "economist's myth" (Spencer 1 998) . In criticism of 
the National Competition Council and their approach to the reviews, Spencer claimed that 
'The NCC has no regard for fairness of market structure, nor the evenness of the global 
playing field, nor the time it will take our companies to be ready for an openly competitive 
world market' . However processing companies argued that it was necessary to remove 
regulations in order for them to compete more strongly in international markets. 
'Competition policy is supposed to ensure that consumers are offered, over time, "new 
and better products and existing products at lower prices". The theory is that "normal" 
retail margin encourages vigorous competition among retailers, ensuring the consumers 
receive quality products at competitive prices, and that extra retail margin will be used 
to promote milk and expand the market. Evidence to date from deregulation of milk 
prices at the retail level, suggests retailers are using margins to become financially fat, while 
dairy farmers are becoming financially undernourished and consumers are being financially 
raped' Qohnston 1 999). 
A large proportion of the dairy industry, particularly in the market milk states, supported 
this view and did not believe that the governments had taken the right approach in 
supporting removal of regulations. 
'Current government policy is based on the belief that the "level playing field" really exists 
and that, in line with the National Competition Policy, economic rationalism is more 
important than the needs of rural industries and communities' (Treasure 1 999, p. 1 6) .  
27 
HISTORICAL AND LEGISLATIVE ENVIRONMENT 
The opposing argument from the production sector recognises the costs in providing 
welfare support and the necessity of Australian agricultural industries to be internationally 
competitive. 
'We can't afford, as a country to prop up inefficient industries in Australia because we do 
not have the size of economies that exist in Europe, where industry support is often part of 
the "social" policy' (Fehring 1 998, p. 2 1 ) .  
New South Wales dairy industry review 
The New South Wales review was the first to be completed. As market milk was 
a significant part of the dairy industry in New South Wales (making up around 
50% of production) , the review found in favour of retaining milk supply management 
arrangements, including farm gate pricing and quotas, because of the negative regional 
economic and social implications of their removal. In addition, continuation of the health 
and safety aspects of the legislation was also recommended, as it was determined that their 
retention was in the public's best interest. 
However, the recommendations to retain price support and supply management were 
made with provisos that recognised the size and strength of the Victorian dairy industry 
in the domestic market and the implications of deregulation of market milk in Victoria 
on all other states. The two conditions which could restrict .the state government from 
supporting the recommendations of the review, would be if the Federal Government 
withheld competition payments (Federal funding to the states for complying with NCP) or 
if Victoria removed their market milk regulations (McCredie & Davey 1 998) . 
Queensland dairy industry review 
The review of the Dairy Industry Act 1 993 was completed and submitted to State 
Parliament in July 1 998. In undertaking the review, the Queensland Dairy Legislative 
Review Committee, was required to follow CPA guidelines. The main aims of these 
guidelines were:- to establish if there was net public benefit for the legislative restrictions 
(giving due regard to the objectives of the act and the nature of the restrictions) , examine 
alternative ways of achieving the objectives of the legislation (non-restrictive and non­
legislative) , and to give due consideration to public interest matters associated with various 
reforms (Queensland Dairy Legislative Review Committee 1 998) . 
In order to undertake the review the Queensland Dairy Legislative Review Committee 
compiled a document which outlined the 'operating environment of the industry'. They 
used this to assess the costs and benefits of the current legislation. Their reasoning was that 
any legislative changes have the potential to influence the industry's performance in both 
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domestic and export markets. Conversely, any changes in domestic and export markets will 
influence 'the nature and extent of the effects flowing from legislative changes on the dairy 
industry' (Queensland Dairy Legislative Review Committee 1 998) . 
The Queensland review had similar results to that of New South Wales. Recommendations 
of the Queensland review were also subject to the review outcomes in Victoria, recognising 
that if Victoria deregulated at the farm gate continuation of regulations in other states 
would not be possible. 
Victorian dairy industry review 
The review of the Victorian Dairy Industry Act 1 992 was completed in July 1 999. Pricing 
and supply management, state promotion, and food safety aspects of the legislation were 
reviewed in light of their effects on industry and their ability to restrict competition. Public 
benefit tests of all three areas recommended the removal of price and supply controls as 
this would be in the public's best interest. The review also recommended the removal 
of promotion as a function of the legislation as it has no net public benefit. However 
continuation of an industry specific food safety organisation to enforce standards was 
recommended (Centre for International Economics 1 999) . 
Implementation of the review recommendations required price and supply management of 
market milk in Victoria to be removed on June 30, 2000, termination of the Victorian 
Dairy Industry Authority (VDIA) and the establishment of a food safety organisation. 
Implications of nation wide legislative review 
The outcome of the Victorian NCP review was critical to the future of each state dairy 
industry. As Victoria produces 63% of Australia's milk and 70% of Australia's exports, their 
policy reforms strongly influenced national policy (Rowley 1 999b) . Rowley has argued 
since the mid 1 990s that the Victorian response to market milk deregulation was the 
'commercial reality' that faced the Australian dairy industry. Other states, regardless of the 
positive public benefit tests under their NCP reviews, could not continue support for the 
retention of regulations given the Victorian industry decision. 
Dairy Industry Adjustment Package (DIAP) 
The Australian Dairy Industry Council (ADIC) and other industry organisations, 
recognising the inevitability of deregulation of state based price support, negotiated a $ 1 .  7 4 
billion restructure package with Federal and State Governments. In arguing for the package 
Rowley ( 1 999c) claimed that farmers would have no time to adjust their business with 
sudden deregulation in July 2000, and therefore the package was necessary to help farmers 
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adjust or to leave the industry. The Dairy Industry Adjustment Act 2000 established the 
package which compensates all Australian dairy farmers for the loss of regulated premiums 
on market milk and the removal of the DMS, and provides financial assistance to farmers 
wishing to leave the industry or for farmers restructuring their farm business for the new 
competitive environment. 
'Up to a third of dairy farmers could go out of business with little reduction in the 
retail price of milk under a $ 1 .8 billion deregulation package announced by the Federal 
Government yesterday' . The Federal Agricultural Minister, Warren Truss, said 'This will 
give farmers the opportunity to either leave the industry with a little dignity, to be able to 
reduce their debt, to be able to accommodate the new landscape or, I hope in a lot of cases 
to redevelop their properties to get more efficient' (Marris 1 999, p. 20) . 
'The package is designed to manage the impact of the deregulation on Australia's 1 3,500 
dairy farmers, and the impact is expected to be heavy, with estimates that between 40 and 
50 percent of farmers will be forced to quit the industry' (Fryth 1 999, p. 3) . 
The Dairy Industry Adjustment Package, administered by the Dairy Adjustment Authority 
(DAA) comprises three programs: the Dairy Structural Adjustment Program (DSAP) , the 
Dairy Exit Program (DEP) and the Dairy Regional Assistance Program (DRAP) (DAA 
2000) . 
Under the DSAP, farmers received payments of 46.23 cents per litre of market milk 
produced in the base year of 1 998-99 and 8 .96 cents per litre for manufacturing milk 
produced in the same time period (DAA 2000) . Therefore those farmers in states with high 
proportions of market milk received much greater payments. Western Australian farmers 
received the highest average payments of $3 1 ,OOO per annum for eight years, Queensland 
farmers received just under $ 1 6,000 and Tasmanian farmers received the lowest payments 
at around $9000 per annum. 
As a requirement in order to obtain DSAP payments, farm businesses had to complete Farm 
Business Assessments and a Farm Business Assessment Declaration signed by a qualified 
financial adviser (approved by the Dairy Adjustment Authority) . 
The Dairy Exit Program (DEP) was a tax free payment of up to $45 OOO for eligible farmers 
who chose to leave agriculture (DAA 2000) . The DEP payments were time bounded and 
were only available to farmers for 2 years, from program initiation in July 2000. 
The Dairy Regional Assistance Program (DRAP) consisted of $65 million, allocated over 
3 years from July l ,  2000. The funds, available to dairying regions Australia wide, 
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were designed to attract projects which would generate employment, provide community 
infrastructure or training and counselling services (DAA 2000) . 
2.3  Perceptions and paradigms: The legacy of legislation 
Although government intervention in price and marketing support in agricultural industries 
has served an extremely important role in the history of Australian agriculture it has also 
left a legacy which will shape the way Australian producers and agribusiness adapt to 
future commercial environments. Regardless of reformist comments made by successive 
governments since the 1 960s, their bark was greater than their bite, and the dairy industry 
in particular managed to retain many regulatory supports until the 1 990s. The extent of 
protection and continued government support has shaped the culture of the dairy industry, 
leaving many farmers in the industry feeling betrayed now that the government has taken 
the support away. 
'The dairy industry is being put on the butcher's block of blind, economically trendy 
politics, global restructuring and level playing fields' (Baker (National Secretary of AMPA) 
2000). 
The majority of comments from farmers recorded in the public media expressed anger, 
frustration, resentment and blame toward almost every sector of the dairy industry. Dairy 
farmers often described their feelings in terms such as 'dismay' and 'disappointment'. Any 
understanding on the part of the farmers of the changes occurring in the supply chain, were 
coloured by the real loss in income experienced by dairy farmers. Having had stable prices 
for so long, price fluctuations combined with the reality that the price would never go up to 
previous levels again, understandably created negative feelings and attitudes toward the rest 
of the chain, the government, and whomever else they could see to blame. 
2.3 . 1 The deregulation debate 1 998-2000 
The deregulation debates that occurred in the industry were (and continue to be) both 
interesting and lively. The media portrayed the industry from a number of perspectives. 
Comments from farmers, farmer organisations, processors, retailers, politicians, industry 
consultants and observers have been numerous over the past few years. This section 
presents the opinions, feelings and industry events that were recorded in the public media. 
It shows the issues that appealed to the media, the issues that the dairy industry felt 
necessary to highlight and how historical perceptions were reinforced by the industry 
organisations through their comments in media reports. 
Pat Rowley's (ADIC chairman, QDO president, Chair of Premium Milk Supply Group 
Pty Ltd.) comments throughout this three year period provide an interesting perspective 
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on deregulation, the political process of implementing change, and responses to the general 
mood at each stage in the process. Rowley had been discussing the inevitability of industry 
deregulation for many years, including as early as 1 994-95 .  During 1 998 his messages were 
clear. Post farm gate deregulation will change the operating environment of the industry 
and along with other factors will create pressure for total deregulation. He warned farmers 
of the risk of investing further in regulations by buying entitlement and that commercial 
realities embodied in the negotiations between supermarkets and processors would result in 
much lower farm gate prices. He encouraged farmers to look at real figures, to know their 
cost of production and to get advice. 
Pat Rowley in his address to QDO district conferences across the state in May 1 998, 
explained in detail the process of post farm gate deregulation, National Competition Policy 
reviews and the current discussion on farm gate deregulation within the context of the 
national industry. He attempted to dispel many of the misconceptions at the time about 
the influence of the NCP reviews, by highlighting that post farm gate deregulation was a 
part of the 1 993 dairy legislation which predated the Competition Principles Agreements 
between states and that there were bigger influences on farm gate deregulation than the 
results from state N CP reviews. He suggested that the small size of the Queensland dairy 
industry in relation to Victoria, the commercial pressures from Victoria and the competition 
generated between processors and supermarkets from post farm gate deregulation, would 
have a much greater influence on the outcome of deregulation debates. 
This is clearly backed by statements made by key industry players who discussed openly and 
freely the absolute certainty of total deregulation. 
'Murray Goulburn has been a proponent of a deregulated industry for quite a few years 
now. We look on the positive side of business and we see the positives of us being able to 
compete in a fair and equitable market throughout Australia' (Ian Macaulay, Chairman of 
Murray Goulburn Cooperative, 1 998) . 
'Murray Goulburn wants a national, not a state-based industry, that is internationally 
competitive at all levels -farm, factory, distribution and marketing - and this can only be 
achieved through deregulation.' (Greenaway 1 999, p. 23) 
Not only were the large Victorian manufacturing companies supporting the push for 
industry deregulation, but milk processors with interest in national markets and national 
supply bases were also discussing the potential benefits of farm gate deregulation. 
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'Companies such as National Foods have threatened to act if deregulation doesn't go ahead. 
"We have the capacity to bring milk across state borders" Mr Ould (Managing director) 
said. "We have chosen not to do that to bring on deregulation prematurely (before June 
30, 2000) but we can bring in (drinking) milk from South Australian at a much lower cost 
than we're buying it in Victoria. He warned that if deregulation did not occur in an orderly 
manner it could be forced' (Hunt 1 999b, p. 94) . 
'Hopefully the end result will be to wind down some of the remaining state based 
regulations so that the market milk sector can increasingly become national in regulation as 
well as character' (Langdon 1997, p. 1 20) . 
'Short of a miracle, every indication is that regulated farm-gate price for market milk will 
be gone by July 1 ,  2000. Beyond then the price will be driven by market competition 
-bearing in mind that processors can't survive without farmers and farmers can't survive 
without a reasonable price.' (Langdon 1 998, p. 5) 
Victorian farmers were being encouraged by their processors and the UDY to support the 
removal of state regulations along with the DMS in 2000, based on potential economic 
benefits derived when farmers in other states went out of business . Peter Gallagher, a 
consultant to the UDV, argued that, 'the evidence strongly suggests that higher milk prices 
in NSW and Queensland led farmers in those states to produce more milk than they would 
produce in the absence of regulations' (Gallagher 1 998, p. 1 3) ,  and as such deregulation 
would reduce production in these states benefiting the Victorian industry. 
The UDY on the advice of Gallagher and with the support of Victorian milk companies, 
believed that it was in the best interest of the Victorian and national dairy industry to 
deregulate and many farmers agreed. 
'It will be better for us in the long-term because dairying will become a national industry 
and the other states won't be able to sit in their corner and go along how they always have. '  
(Victorian dairy farmer, in Dick 1999, p. 1 1 ) 
'I think it will be a good thing, but I can understand the opposition which is mainly 
from those who have established big milk quotas. '  (New South Wales dairy farmer, in 
Dick 1 999, p. 1 1 ) 
However, the opposition to deregulation was extremely strong and remained so even 
after deregulation had occurred. Arguments in the public media, with comments from 
industry, farmers, politicians and consumers groups, indicated that the message of certain 
deregulation was not well received or supported. This sustained opposition and arguments 
surrounding events such as the NCP reviews, the Victorian industry plebiscite and industry 
negotiation over the restructure package are clear from the comments presented below. 
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According to Hemphill and Gunther ( 1 998, p. 24) there were 'strong concerns from grass 
roots dairy farmers about the UDV push for deregulation'. This is exemplified in a 
statement from a Victorian dairy farmer that 'dairy farmers might as well put 'for sale' signs 
on their farms right now' (Hemphill & Gunther 1 998, p. 24) . Many in the production 
sector opposed deregulation based on the predicted outcomes and the impact that this 
would have on their income, business profitability and lifestyle. 
'I think it is a shame we have to suffer the pain of deregulation, as the consumer has 
always received quality milk. Our industry was already functioning well, and the price 
was controlled by the Queensland Dairy Authority' (Queensland dairy farmer, in Flynn 
1 999a, p. 3) 
'The present move to deregulate the dairy industry is an evil nonsense.' (Victorian dairy 
farmer, The Weekly Times, 5 May, 1 999) 
There was a widely held view that 'deregulation is completely unnecessary' and that 'dairy 
deregulation will be a disaster for rural communities . '  (Victorian farmer, The Weekly Times, 
1 6  June, 1 999) . Deregulation, and the federally approved restructure package, it was 
claimed: 
'highlights the government's narrow focus on economic efficiencies without consideration 
for the long-term social consequences. It is imperative no further steps are taken to 
deregulate the industry until results of a senate inquiry are tabled and further consultation 
with the industry takes place' (Tunstall 1 999) . 
The structure of the supply chain and the power of the processing sector and supermarkets 
to dictate supply conditions and prices was of great concern and formed the basis of many 
anti-deregulation arguments . 
'.All we want is for the Australian dairy industry to realistically negotiate a way to keep 
the $450 million premium for market milk for farmers, rather than to transfer that to the 
supermarkets' (Repacholi (Victorian secretary of CDFA), in Dorrington 1 999) . 
'Under the current orderly regulated system, we are used to getting our fair share of any 
consumer price rise for market milk. In a deregulated retail market however - even if the 
price to the consumer rises - it appears the farmer is not considered in the distribution of 
extra profits from those milk price rises, with or without a regulated price' (Chamberlain 
1 998, p. 3) . 
'Take a look at the farcical situation with post farm gate deregulation in NSW, where the 
farmers share of the liquid milk price is being further eroded. We would assume any sound 
thinking person would have learned by now that supermarkets are the only winners in 
NSW, and would try to maintain some form of sanity in the supply of fresh milk, but 
apparently not the leaders of the Victorian dairy industry' (Sedgwick 1 999, p. 52) . 
34 
CHAPTER 2 
'Farmers and consumers are likely to be the ultimate losers after the dairy industry 
this week began to face up to the trauma of market deregulation. The last vestiges of 
government controls that have regulated the flow of milk from the paddock to the table 
for decades are set to disappear next July. Attempts by state governments, including 
Queensland, to keep controls on the farm price of milk appear doomed to fail in the wake 
of a unilateral decision on Wednesday by the major dairy state, Victoria, to push ahead 
with full deregulation. Victoria has determined to push ahead with wrecking national 
regulation because of perceived gains for the state' (Collie 1 999, p. 1 9) .  
While the Victorian NCP review was conclusive in supporting farm gate deregulation, even 
as late as mid 1 999 farmers Australia wide still considered deregulation an uncertainty as 
state and federal governments had not yet passed legislation to remove regulations. 
'The United Dairyfarmers of Victoria said state and federal politicians had left its members 
in limbo over deregulation' (Hunt l 999a) . 
The arguments to continue regulation and arguments that the process was not certain, nor 
inevitable went against the fact that Victorian industry organisations, the Australian Dairy 
Industry Council and more importantly the processing and manufacturing sector, were 
saying that commercial pressures meant that deregulation was inevitable. 
In mid 1 999, when Victoria released its NCP review supporting deregulation, the ADFF 
sought a united front from all state industries in order to be successful in gaining a federally 
legislated compensation package. Although state farmer organisations ceased their attempts 
at stopping deregulation they then had the challenge of convincing the state governments 
(whom they had been lobbying to maintain regulations) to deregulate the price and supply 
regulations in order for the compensation package legislation to be passed by the Federal 
Government. They also had the additional challenge of maintaining some unity in the 
lobbying from industry to government with 'rebel' farmer groups continuing to fight 
deregulation and possibly risking the compensation package. 
Dissatisfied with the position taken by their representative organisations, a number of 
farmers from all state industries formed another organisation to lobby state and federal 
governments to retain farm gate regulations. The Australian Milk Producers Association 
(AMPA) claimed to be: 
'A response to the misinformation and mismanagement that has been inflicted on 
Australian dairy farmers by our own industry organisations, milk processors, and 
politicians in an industry restructure that will force perhaps half of this country's thirteen 
and a half thousand dairy families off their properties and into welfare' (Baker (National 
Secretary AMPA) 2000, p. 1 ) .  
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In contrast, many in Victoria wanted the state and federal governments to remove price and 
supply legislation and to implement the restructure package so that there could be certainty 
in order to make plans for the future. 
In December 1 999, the newly elected Labour government in Victoria conducted a plebiscite 
to allow all Victorian dairy farmers to vote for or against deregulation. The question posed 
was, 'Should Victorian dairy farmers accept the $ 1 .7 billion dairy industry adjustment 
package proposed by the Commonwealth Government, and agree to the repeal of Victorian 
legislation controlling the farm gate price and supply of milk?' 
Bill Pyle, a commentator in the Weekly Times, questioned 'Why the waste of time and 
money in conducting a poll among dairy farmers when all it may do is cause the package 
to fall over because, regardless of the outcome, it certainly will not stop deregulation' 
(Pyle 1 999, p. 94) 
Eighty-five percent of dairy farmers voted in the non-compulsory plebiscite with 89% of 
those voting in favour of accepting the restructure package and removing market milk 
regulations on 1 July 2000. The Victorian Premier, Steve Bracks said this 'means the 
government can move ahead, the industry can move ahead with certainty in the future' 
(Marris & Schubert 1 999, p. 5) . 
In March 2000, the restructure package proposal was approved by the Federal Government. 
'The Queensland Dairyfarmers' Organisation chief executive officer, Mick Prendergast, 
welcomed the decision, saying producers could finally plan for their future, now a safety 
net was in place' (The Courier Mail, 4 March, 2000) . 
The nature of comments in the industry in the final months leading up to deregulation, 
continued to be based on the hardship that dairy producers faced, the prospect of many 
farmers leaving the industry and changing distribution of returns from dairy products up 
the supply chain to retailers and processors. 
'Deregulation will be painful for the industry and I think some farmers will choose to leave 
the industry. No-one has ever suggested the restructure package will replace lost income' 
(Warren Truss, Federal member for Longman, in Meryment 2000a, p. 1 9) .  
'Local business people have expressed grave concerns about the impact of  deregulation 
of the dairy industry on the local economy . . .  and the social impacts of deregulation. 
"When I talk to farmers, I can feel they are heartbroken and they don't know what to 
do" (Howlett 2000, p. 1 ) .  
The Australian Milk Producers Association organised protest rallies only days before July 
1 2000, in an attempt to stop the state governments from passing legislation removing 
regulations in the dairy industry. This move was in response to the much lower than 
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predicted farm gate prices released by the major processors, and the implications of 
deregulation on dairy farm businesses and rural communities. 
'Our fight is belated because until recently we were led to believe, even by our own 
industry bodies, that the impact of deregulation would be far less severe than the 
impending reality, (Baker 2000, p. 1 ) .  
'The farmers warned the industry would fall into decline unless deregulation was 
suspended in Queensland or more compensation was provided' (Meryment 2000b, p. 1 2) 
The rally achieved little, with one farmer stating: 
'We are very disappointed that we have to go through with deregulation, but we have got 
to accept it' (Queensland dairy farmer, in Meryment 2000b, p. 1 2) .  
'It's now almost certain that all State governments will deregulate their dairy industries by 
June 30, and dairy farmers will face the greedy grab for profits by corporate processors and 
supermarkets' (Noller 2000, p. 1 ) .  
The AMPA rally in NSW, on May 31 ,  'called for  a national dairy industry with a quota 
system that would cross state and territory borders' (Chulov & Allen 2000, p. 4) . It 
appeared that rather than making any progress in their thinking, the AMPA group and the 
hysteria in the final month before deregulation, led farmers back to arguments that had 
been dismissed three years prior. 
'Resistance to deregulation has grown over the past fortnight after farmers in NSW 
and Queensland were quoted about half what they had previously received from milk 
producers - about 27c a litre from about 53c a litre, (Chulov & Allen 2000, p. 4) . 
'I believe we are watching the death throes of two important Australian traditions - the 
family dairy and a fair go' (Page 2000, p. 1 9) .  
'The present crisis is a result o f  the economic rationalist approach embraced s o  fondly 
in recent years by Australian governments and big business. In a nutshell, deregulation 
delivers all concerned into the hands of the most powerful player on the field - in this case, 
the big processor, (Page 2000, p. 1 9) .  
Pat Rowley's comments at the QDO state conference on 1 9  July 2000, give an indication 
of his feelings regarding the general opinions being expressed in the industry in the final 
months leading up to deregulation. 
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'Despite what I previously regarded as a strong campaign over the last 3-5 years to inform 
our members of impending changes, brought about by forces outside of our control, it has 
been disappointing that some of our members have not been listening. The accusations 
"you did not try hard enough", or worse still, "you sold us oue', are difficult to take when 
viewed against the QDO's effort and the commercial and industry forces aligned against 
us. Not only did this organisation buy time for its members, but when it was absolutely 
obvious that total deregulation of the Australian dairy industry was going to occur, we were 
in the absolute front line in successfully negotiating the largest restructure package in the 
history of agriculture to try to alleviate the pain of an enormous change in farmers' income 
happening on one day, 1 July 2000'. 
2.4 Lobbying and policy: Industry representation and the influence of 
producer organisations 
The history of dairying in Australia is characterised by complex interactions between both 
federal and state levels of government and the industry. In terms of political representation 
the farming sector of the dairy industry has been and continues to be well organised. 
At a national level the Australian dairy industry was represented by a number of 
organisations. The most prominent were the Australian Dairy Corporation, Australian 
Dairy Industry Council, Australian Dairy Products Federation and the Australian Dairy 
Farmers Federation. Their roles included representing all levels of industry on policy 
issues, domestic and international dairy product promotion and marketing, information 
dissemination to industry members and the general public, industry wide HACCP, food 
standards and safety, and industry research. 
At a state level the production sector is represented by farmer organisations. In Queensland 
the Queensland Dairymens' Organisation (later named the Queensland Dairyfarmers' 
Organisation) was formed in the 1 940s and became a statutory body in 1 945-46 (Statham 
1 995) .  
The role of the QDO has been important and highly prominent in the Queensland 
industry. The organisation has strongly lobbied the state and federal governments to 
increase regulations, protecting their producer members market and prices. Their influence 
in the political arena and their position on issues has contributed to shaping the Queensland 
dairy industry. 
The goal of industry organisations is to protect the interest of their members. For many 
years that interest has been successfully met by maintaining a regulated industry. In light 
of the changing environment in world markets and the national focus of the industry, 
the Q DO faced a moral dilemma. On the one hand they faced pressure from farmer 
members to maintain what were clearly outdated regulatory arrangements, because of the 
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level of protection afforded. This approach had the potential longer-term implication of 
slowing necessary change in the Queensland industry and making Queensland farmers 
uncompetitive against other states. 
The other choice facing the QDO was using their position to recognise and understand the 
broader changes occurring in the dairy industry that would eventually erode the existing 
state based regulations and to help farmers implement strategies to deal with those changes. 
The approach of the QDO was to adopt the first option, until it was absolutely obvious 
that deregulation was going to occur. It could be surmised that leaving it so late to 
change their pro-regulation stance had negative implications for their farmer members, who 
were maintaining faith in the QDO to be able to convince the government to maintain 
regulation. As a result those farmers were not presented with realistic scenarios and were 
to some degree protected from the potential realities of deregulation by a representative 
organisation, not wanting to frighten their conservative membership. 
'The worst case scenarios, some of the figures we've punched around, don't paint a very 
pretty picture, and we don't take those out into the general farming community. It just 
causes undue panic, unless we really know what is going to happen. The general farmers, 
if they knew some of the stuff, it would frighten the hell out of them' (Member of the 
QDO.  1 998, pers. comm.).  
It is justifiable that while lobbying to retain regulations the QDO could not be seen to be 
preparing for the opposite. The decision of the organisation to take this approach could 
understandably have created more uncertainty among members and appears to have been 
at the least a failing of the Q DO in their role, and at worst negligence in informing their 
members of the reality of the situation, based on their knowledge. In many cases it could be 
assumed that the old membership and representatives, and the paradigms held, have made 
the transition from a regulated to a deregulated industry difficult. 
Nevertheless, some members of the QDO, including Pat Rowley (as highlighted in previous 
sections) , were lobbying to retain regulations while at the same time trying to make 
Queensland farmers aware of the issues and implications of deregulation. 
'Over the past few months the QDO has kept its members up-to-date with the 'brutal 
truth' as it has unfolded and to take stock of their own business situation.' (Rowley 1 998, 
p. 56) 
Toward the end of 1 999, Mick Prendergast (the CEO of the Queensland Dairyfarmers' 
Organisation) was making many more comments on his views of the industry, in particular 
the relationship between processors and farmers. He asserted that farmers needed to align 
themselves with a healthy strong processor because their business would be totally tied 
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to the processors (Prendergast 1 999) .  The QDO also published a comparison between 
processor payment systems over the final months of 1 999. 
'Public discussion about the price likely to be paid to Queensland dairy farmers for market 
milk is an acid test of processors' and retailers' true commitment to supply partnerships. '  
(Prendergast 2000, p. 1 )  
According to Prendergast, although there had been much discussion about supply 
partnerships in the private sector and by governments he believed that processors and 
retailers weren't going about developing good partnerships because they were indicating low 
prices and believed farmers would not be able to make reasonable living. 
'Processors need to realise that short-term posturing could be jeopardising long-term 
industry stability . . .  and take a partnership approach when signalling their intentions. 
Farmers need to be included more formally in the industry plan.' (Prendergast 2000, p. 1 )  
The QDO position attempted to put pressure on the processors, highlighting to  dairy 
farmers that processors weren't doing the right thing by them. Along this line, Prendergast 
believed that farmers didn't have enough information to plan. He said that farmers 
had started to 'comment that they feel 'disposable', that is not a sign of a good supply 
partnership' (Prendergast 2000, p. 1 ) .  The QDO was putting its hand up to be a voice 
representing farmers in discussions. Even though the commercial situation had changed, 
leaders still saw a role for the QDO in facilitating talks and ensuring accurate information. 
What is not clear is how the QDO intended to undertake this role with the three major 
processors. 
'This State has a good history of a healthy working relationship between processors 
and governments and farmers - including the collection and sharing of information' 
(Prendergast 2000, p. 1 ) .  
In  an immediate response to deregulated farm gate prices in  July 2000, the Queensland, 
NSW, SA and WA dairy farmer organisations, headed by Pat Rowley, jointly submitted 
to the ACCC a complaint that processors and supermarkets were exercising undue market 
power against dairy farmers in the setting of deregulated milk prices. This was the first step 
in applying for some form of joint negotiating rights for farmers under the Trade Practices 
Act ( 1 974) . Their submission argued: 
'That farmers are in an extremely weak negotiating position with a perishable product 
requiring immediate delivery and usually only one practical outlet for their milk. The 
prices being offered are being presented as a take it or leave it situation and there 
is no knowledge about how a market should function after 50 years of regulations' 
(www.dairypage.com.au 2000) . 
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The future role of industry organisations at both a national and state level were under 
increasing pressure from a number of angles. The traditional role of the QDO has been 
lobbying at policy level on environmental, water use, animal welfare, workplace health and 
safety issues and in particular the regulated price for market milk. It was this lobbying 
for price and income support that was the most visible role and of the most interest to 
farmers. When the industry deregulated, price and supply negotiations shifted to the 
processors and farmer suppliers. Farmer organisations without government regulation have 
no jurisdiction in this area. The ACCC authorisation (discussed in detail in Chapter 7, 
section 7.3.2) did not approve the role of industry organisations in acting as negotiator 
for groups of farmers. 
At the same time at a national level, members and governments were assessing the extensive 
structures of the representative organisation, their role in the existing environment and their 
future role. Their role in many areas of industry management had become defunct as 
commercial relationships within dairy-food chains changed and developed. Deregulation 
reduces, if not eliminates, much of the funding for the operation of these organisations, 
given that funding was commonly received from levies based on regulated prices. 
2. 5 Conclusions 
An examination of the legislative history of the dairy industry indicates that the industry 
had been 'lucky' to retain regulations for as long as it had. Successive state and federal 
governments have argued for the removal of protective and distortive legislation in the 
dairy industry. Changes in the environment driven by factors such as globalisation, 
trade liberalisation, new export markets, changing consumer demands, emphasis on food 
quality and safety, and developments in information technology and transport, have driven 
significant adaptation and developments within the industry. The growth and capacity of 
the Victorian industry is testament to this. The shape of the Victorian industry, in terms 
of its size and market orientation, created enough pressure in the national industry to force 
deregulation of all state based regulations. 
The process of deregulation is an interesting case study on its own. The Australian dairy 
industry had enjoyed high levels of protection for almost a century. The federal government 
for over two decades had been reducing its level of support for the dairy industry. This 
was accelerated by Australia's support for WTO outcomes and the moves to make Australian 
industries internationally competitive. The increasing export orientation of the Australian 
industry more than justified these policies. 
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While the federal government removed financial subsidy support for milk producers, they 
recognised the economic, social, and political consequences of such policy change and 
supported the production sector through restructure programs. These programs provided 
compensation to the most affected producers and incentives to become more business 
orientated and adopt better business decision making practices. 
The nation-wide compensation package was the latest federally legislated support for 
industry restructure and was by far the largest. It was different to previous support 
mechanisms as it was presented as an industry funded package, while still being funded by 
a transfer from consumers. There was considerable political incentive for approving this 
industry support mechanism, given the publicity given to dairy industry deregulation, the 
severe implications for producers in the majority of states, and the broader implications 
for rural communities. 
State governments had been less reformist than the federal government, with some states 
(in particular Queensland) able to retain 'market milk' regulations governing the retail and 
processing sectors until the late 1 990s. This had a number of implications which have been 
highlighted throughout the discussion in this chapter. 
Many farmers felt anger and resentment that the regulations were being removed and were 
challenged to change their paradigms about the way the industry operates. They were also 
challenged to improve management practices on their own farms and to become involved 
more actively in supply chains, involving both personal and farm sector development. 
These challenges were not isolated to the production sector. Industry organisations, 
through comments made by some of their leaders, appeared just as disillusioned. 
The capacity for industry response and adaptation is driven by the social and political 
environment. Unfortunately in the dairy industry, history has resulted in a tendency to 
be conservative, narrowly focussed, and focussed on the past which is irrelevant to the new 
industry environment. Making the changes necessary for a deregulated industry requires 
fundamental changes in these mindsets. 
It could be concluded from the evidence presented in this chapter that the industry 
will need to overcome significant cultural barriers and challenge paradigms that have 
developed from decades of high protectionism. The recent regulatory changes have resulted 
in significant change in industry structure and organisation, with the major changes in 
relationships having only just begun. An examination of those changes show that the 
principles of supply chain management may be the most relevant and appropriate approach 
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to managing change in the dairy industry. The following chapter will present the theory of 
supply chain management and argue its appropriateness as a theory to examine the changes 
occurring in the dairy industry as a result of deregulation. 
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CHAPTER 3 
SUPPLY CHAIN MANAGEMENT AND 
DAIRY-FOOD CHAIN RELATIONSHIPS 
Globalisation and trade liberalisation have changed the marketplace of all agri-food 
industries (Woods 1 999) . International markets are now open to trade and domestic 
markets are exposed to increasing levels of competition (Sainsbury 1 999) , facilitated by 
advances in transport and communication technologies. Deregulation of agricultural 
industries can be seen as simply one stage in the progression of changes that are occurring 
throughout industries at international and national levels . Undoubtedly, these changes 
are impacting on the economic, political and social environment of agricultural industries 
in Australia, with significant implications for the structure and relationships of agri-food 
chains. 
This research examined this process in the south east Queensland dairy industry. It was 
hypothesised that the culture and existing paradigms and perceptions from the regulated 
environment established a 'whole' industry focus, which assumed that all sectors and 
businesses within sectors would move forward together (clearly demonstrated in the 
approach taken by the ADFF in their ADA report) . The research approach assumed 
that this would no longer be the most appropriate or effective way of conceptualising 
the industry given the magnitude of change. It was therefore considered that a more 
appropriate way to study industry structure and the renegotiation of relationships may be 
through using supply chain management theory. Hence for this research supply chain 
management provided a conceptual framework to understanding industry relationships. In 
practice it can also provide principles upon which to develop relationships in the future. 
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This chapter discusses the theory of supply chain management, highlighting its central 
principles. It then outlines the present industry structure, keeping in mind the high 
degree of change that has occurred recently and is continuing to occur. Issues associated 
with relationship development in dairy-food chains are discussed. The key principles of 
supply chain management and issues identified in this chapter informed the process of data 
collection, the interviewee selection and interview guide preparation presented in Chapter 
4. Those principles are then used to analyse data in Chapters 5, 6, 7 and 8. They shape the 
discussion on the roles played by governments, industry organisations and dairy companies 
in the process of developing dairy-food chain relationships in the deregulated industry. 
3 .2  Theory of supply chain management 
3.2 . 1 What driving forces have made supply chain management important? 
The late 20th century has been described by McMichael ( 1 994) as a transitional period 
where both a reduction in government regulations and a reorganisation of agriculture and 
the way agribusiness is conducted have occurred simultaneously. The driving forces of this 
reorganisation have been globalisation, trade liberalisation, consolidation within all sectors, 
advances in technology and communications, and increasing complexity of consumer 
demands (Hobbs 1 998) . As a result, there is more competition in both traditional and new 
markets (van Duren and Sparling 1998) . 
Fundamental changes in consumer tastes and preferences have driven businesses in agri­
food industries to restructure the way in which a good or service reaches its final consumer. 
Consumers are more demanding in terms of 'value for money, variety, quality, tracking 
and tracing food safety, freshness, convenience and low environmental impact' (Newton 
2000) . Therefore the goals of agri-food chains are to minimise costs (Wilson 1 996) and to 
create value through consistent supply of safe, quality assured products that meet increasing 
environment and animal welfare concerns of consumers (van Roekel 1 997) . The focus has 
moved away from production to the consumer end of the chain, necessitating a market 
orientation in decision making at all levels in agri-food chains. This has been described 
as chain reversal; from production driven supply chains to market driven supply chains 
(Folkerts & Keohorst 1 997, Newton 2000) . 
Furthermore, the focus of competition has also changed. In order to be customer driven 
or market led individual businesses have needed to form new and different relationships 
with their suppliers and their customers. Consequently, firm versus firm competition has 
moved to chain vs chain or network vs network as building relationships is seen as a positive 
and practical move to meet the changing demands of the final consumer (O'Keeffe 1 997, 
Sainsbury 1999) . 
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In the USA and many European countries (particularly the Netherlands) there has been 
increasing awareness of the significance of supply chain management and that improved 
coordination will improve a chain's competitive position (Folkerts & Koehorst 1 997) . 
Australia has also been involved in this trend with national projects including 'Supply 
Chain Learning for Australian Agribusiness', undertaken by the Department of Agriculture, 
Fisheries and Forestry Australia (Newton 2000) . 
Interest in supply chains and the management of relationships in order to improve 
competition and ultimately profits is not new and over the past decade the theories have 
been well explored. Research into agri-food chains based on supply chain management 
has been extensive but its implementation in industries such as the dairy industry has been 
much slower. Supply chain management principles are difficult to practise in reality where 
politics, economics, society and industry culture influence the structure of industries and 
the chain relationships. 
3.2.2 Defining supply chain management 
When we discuss supply chain management in agriculture; what constitutes the chain that 
is to be managed? 
Food supply chains have been defined as: 
'A set of interdependent companies that work closely together to manage the flow of goods 
and services along the value-chain of agricultural food products, in order to realise superior 
customer value at the lowest possible cost' (Folkerts & Koehorst 1 997, p. 1 1 ) .  
'All  stages of  production, processing, and distribution bound tightly together to  ensure 
reliable, efficient delivery of high quality products' (Drabenstott 1 999, p. 34) . 
'A strategic collaboration of organisations for the purpose of meeting specific market 
objectives over the long-term and for the mutual benefit of all ' links' of the chain' 
(Rijnconsult in Newton 2000, p. 9) . 
The key points to be drawn from these definitions of supply chains are that: 
o the goal of supply chain management is to increase value to the customer, often 
associated with quality and safety; 
o a realisation of value at each level in the chain is necessary; 
o cooperation between businesses at production, processing, distribution and retail levels 
will lead to greater efficiency and lower costs; 
o the building and maintenance of relationships between businesses is essential to achieve 
these goals; and most importantly 
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a supply chains are an attempt to improve competitiveness and ultimately profits. 
Disciplinary background 
As supply chain management has evolved in practice, the theoretical framework for 
evaluating these developments has also evolved. Supply chain management research and 
theory has stemmed from a number of disciplines each adding new perspectives and a 
more complete understanding to the complexity of chain relationships. Each discipline 
provides a framework for identifying, quantifying and analysing the relationships between 
businesses within the chain and between chains. Supply chains can be viewed in economic 
terms where there are transaction and operating costs; in legal terms where contracts 
govern relationship structure; in political terms where power and the level of dependency 
shape relationships; or in communication terms where information sharing strengthens 
cooperative relationships (O'Keeffe 1 994) . 
Supply chain management theory attempts to combine the changes occurring in social, 
cultural and economic environments in order to analyse the implications of these changes 
for industry structure and relationships. It provides a framework in which to understand 
the relationships between the various sectors of agricultural industries, why they are 
changing, how they are changing and what they could potentially change to. The challenge 
for agri-food chain research 'is to understand the cooperative and competitive dimensions of 
the various relationships along the value chain' (O'Keeffe 1 994) and ultimately to provide 
businesses with information from which to make strategic business decisions. 
Economic and legal aspects of relationships 
Transaction cost economics analyses the costs associated with the exchange of goods or 
services including: the cost of information, negotiation and enforcement of contracts, 
definition of property rights and the monitoring and changing of institutional arrangements 
(Cheung in Wilson 1 996, Hobbs 1 998) . 
Transaction cost economics places an emphasis on asset specificity. The more specific an 
asset, the more that businesses will lean toward cooperation and relationships based on 
some form of long-term contract or ownership. When assets are non-specific, production, 
transaction and governance costs are lower, therefore simple market (spot markets) trading 
relationships are the most efficient (O'Keeffe 1994) . Transaction cost economics looks 
at the internal structure of businesses, the costs of carrying out activities internally, and 
external relationship development. The theory forms an important component in the 
analysis of agri-food supply chains in defining any economic efficiency gains or losses 
through adopting particular supply chain management approaches. 
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Complementary to transaction cost economics is agency theory. This theory attempts to 
define the most appropriate form of contract, determined by its ability to balance the 
varying degrees of risk aversion of buyers and sellers, outcome uncertainty and asymmetry 
of information between chain participants (Heilbron & Roberts 1 995) . 
Transaction cost economics and agency theory are economic methods of measuring and 
analysing the efficiency and effectiveness of relationships between supply chain participants. 
Relationships based on supply chain management principles have the ultimate goal of 
improving the competitiveness of the entire chain through improving efficiency within each 
level and in transactions that occur between each business within the chain (Heilbron & 
Roberts 1 995) .  But supply chain management goes beyond simply improving efficiency 
and lowering costs. The long-term competitiveness of the chain is based on aspects of 
the relationships that are intangible. Therefore disciplines which include political and 
social aspects are fundamental in supply chain management theory (Hallen, Johanson & 
Seyed-Mohamed 1 99 1 ) .  
Political aspects of relationships 
Political science disciplines look at power in relationships between chain participants and 
between chain participants and government. The power of one business over another is 
dependent upon the economic structure of the relationships (Boehlje, Schrader & Akridge 
1 998) , hence political and economic relationship aspects are interrelated. An integral part 
of business to business relationships is the degree of power, perceived or real, of one business 
over the other and the level of dependency which allows one party to have a greater degree 
of power in the relationship. Dependency is related to the availability of alternatives. The 
less alternatives the more dependent a business will be. 
'Power is considered as a function of the perception of power bases on the part of the person 
subjected to the influence' (French & Raven 1 959) .  According to French and Raven ( 1 959) 
there are five sources of power. 
1 .  Reward: B's perception that A has the ability to mediate rewards for B 
2 .  Coercive: B's perception that A has the ability to mediate punishments for  B 
3 .  Legitimate: B's perception that A has a legitimate right to prescribe behaviour of B 
4. Referent: B's identification with A 
5 .  Expert: B's perception that A has some special knowledge of expertness. 
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Power theory highlights the importance that perceptions have in shaping relationships. 
Those perceptions are a result of the environment, government regulations or interventions, 
and historical relationships. 
Governments influence power in agri-food chain relationships through their policies 
governing trade practices and competition. Agricultural industries have typically operated 
under legislation that has controlled the power of the processing and retail sectors. Given 
the large number of small producers and small number of large processing or manufacturing 
firms, governments have been influenced by agricultural producer organisations and 
rural and regional voters to support those with naturally less power. Chapter 2 has 
highlighted the influence, through political lobbying, that the production sector in the dairy 
industry has had on the present industry structure and relationships . In the deregulated 
environment, commercial power and dependency play pivotal roles in shaping relationships. 
Trust and communication in relationships 
Both trust and communication are important prerequisites for successful relationship 
development (Whipple & Frankel 1 998) . Furthermore without trust, information sharing 
and effective communication may be hindered. How one party perceives the other's 
motives, integrity, behaviour, credibility, and honesty will determine the level of trust 
between the two (Gabarro 1 987) . 
Mohr and Nevin ( 1 990) discuss the interrelationship between the power, trust and 
communication in relationships. While they consider communication to be the glue that 
holds supply chains together, it is through communication that power is exercised and trust 
expressed. Therefore what constitutes effective communication will depend on the structure 
of relationships in terms of the perceptions of power and trust. 
Strategic networks: Cooperation and inter-firm relationships 
The increase in strategic alliances has moved business strategy thinking from the individual 
firm with discrete boundaries to analysing inter-firm relations as networks (Thorelli 
in O'Keeffe 1 994) . 'The network approach recognises that organisations working 
cooperatively, rather than operating independently, may be in a stronger competitive 
position' (O'Keeffe 1 994, p. 24) . 
Supply chains can be viewed as a network of businesses interacting to get a product 
to the final consumer. Sustainable competitive advantage requires efficient transactions 
and relationships aimed at creating value for the final consumer through the sharing of 
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consumer, market and strategic business information. 'Cooperating to compete' (O'Keeffe 
1997) is a common catch cry in supply chain literature. 
Characteristics of networks are supply chain relationships that are longer term, fostering 
trust and knowledge sharing and resulting in lower transaction costs compared with 
relationships based on spot transactions. Also important are the strategic investments in 
relationships and in other firms. These investments can be in people, time and/or capital 
resources (O'Keeffe 1 997) . 
Network theory proposes that under supply chain management, competitive strategy 
concentrates businesses' strategic decision making on building relationships. Relational 
contracts rather than legal contracts, bind the relationships and allow for flexibility; 
however, power still plays a key role in relationships under network theory (O'Keeffe 1 994) . 
Long-term relationships require continual adaptation by each partner to ensure continued 
value creation (Hallen et al. 1 99 1 )  and also to enhance trust and commitment levels within 
the relationship, ensuring its longevity. 
It is the disciplinary background defined within network theory which integrates the major 
components of transaction cost theory, power theory and theories based on communication 
and trust. It is this broader network theory that formed the framework used in the research 
design discussed in section 1 .3 and in more detail in Chapter 4 .  A large proportion 
of supply chain research, particularly the examination of agri-food chains, utilises supply 
chain network theory as a framework for case study analysis (Fearne 1 998, Newton 2000, 
Nicholas 2002) . 
Supply chain management: Working definition 
Supply chain management looks beyond individual firms or businesses to the interface, 
the interactions and the relationships between businesses. Businesses look to build supply 
chain orientated relationships with a supplier or customer by balancing power, building 
trust and developing effective communication mechanisms, in order to reduce costs and 
improve their profitability. 
Supply chain management is the development of cooperative business relationships in order 
to improve the flow of agri-food products, achieving greater value for the final customer and 
securing long-term sustainable competitive advantages and associated benefits throughout 
the chain. 
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3.2 .3  What are the implications for agribusiness in general? 
The structure of relationships that bind supply chains can vary greatly and is influenced 
by the nature of the product (Fisher 1 997) , the nature of the markets, the nature of 
organisations involved (including their structure and goals) and the historical relationships. 
Relationship structures are also strongly influenced by past and present government 
regulations, which often control and restrict relationship development (Mentzer 1 993) . 
Cooperating to compete: Principles of supply chain management 
The trend toward market driven or consumer led supply chain management has changed 
the roles that businesses play and the way relationships operate (van Roekel 1 997) . In 
general terms, agri-food chains are changing the focus of their competitive strategies. In 
terms of product and services this may mean focussing on cost competitiveness, product 
specialisation, diversification or differentiation (Newton 2000) . Competitive strategies in 
terms of relationships will also change as businesses learn to cooperate and work within 
a relationship based on trust, commitment, sharing of goals, and in particular knowledge 
and experience. This requires changes in the initial stages of relationship development, but 
also continual adaptation as the chain develops flexibility to changing consumer demands 
(Hallen et al. 1 99 1 ,  O'Keeffe 1 994) . For this to be successful each chain participant must 
have a whole chain focus, based on a knowledge of their business, their partners' businesses 
and the nature of relationships throughout the chain (O'Keeffe 1 997, Newton 2000) . The 
relationships between sectors must have compatibility and joint ownership of competitive 
strategies (Thompson 200 1 ) .  
Chain reversal has an obvious impact on  relationship development, but i t  has different 
impacts on different levels in the chain. According to Newton (2000) who conducted 
case study research on supply chains in the Netherlands, each sector has a set of roles to 
undertake in order to manage the supply chain. 
The shift in the balance of power in favour of those closest to the final consumer 
means that retailers, in particular large supermarket chains, will dominate the structure 
and relationships within agri-food chains (O'Keeffe 1 994) . Their traditional focus has 
always been on meeting consumer demands and their position gives them access to market 
knowledge. The role businesses within this sector will potentially take will be the chain 
leader in concepts and in transferring market and sales information, ensuring that their 
suppliers meet the requirements of the chain's final consumers. This will challenge the 
paradigms of retail businesses as it will be necessary to move from protecting to sharing 
information and will require an ability to balance their power with cooperation within the 
chain (Newton 2000) . 
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Agri-food chain relationships are highly dependent on communication for their success and 
on-going management (Mohr, Fisher & Nevin 1 996) . Information allows each business 
to adopt new behaviours and technologies to more closely link with its partner's business 
and ultimately better meet customer demand, increasing value and reducing costs, while 
remaining flexible and responsive to changes in demands. 
Communication, power and trust aspects of relationships were examined .throughout 
interviews with retailers, processors, producers and advisers, with questions regarding 
the nature of relationships, development of relationships and strategies for building 
relationships. 
Drabenstott ( 1 999) discusses that typically one dominant player in the chain forges alliances 
with their suppliers and buyers, driven by a desire to improve their own competitive 
advantage. According to Newton (2000) , in agri-food industries this strong player is 
commonly from the processing/manufacturing sector. She argues that in developing supply 
chain relationships they will need to be a leader in terms of organisation, in product 
innovation and value adding through brands and through instruction of production to meet 
their requirements, essentially making businesses at this level chain managers. This will 
challenge processors to balance their power against potential short-term economic gains. 
The production sector, although receiving signals on price and quality from the processing 
sector, will need to change to be market orientated rather than production focussed. In 
order to form long-term relationships, this sector will need to improve business, negotiation 
and risk management skills and to run their businesses with long-term planning (Newton 
2000, Thompson 200 1 ) .  Farmers need to meet their buyers' requirements in terms of price, 
quality, consistency, flexibility, service, and supply volume. Research in the UK (Hughes 
1 996) showed that many farmers saw themselves working in isolation, and had an 'us and 
them' attitude toward processors. Hughes ( 1 996). considered inadequate, as farmers need 
to see themselves as part of the supply chain. Of significance in terms of relationship 
development is the large numbers of small suppliers typical in agricultural industries. Some 
level of horizontal coordination is necessary between producers to create a capacity for 
relationship development and transaction efficiencies (Woods 1 999, Thompson 200 1 ) .  
Consideration of  the additional demands being placed on  agri-food industries by consumers 
is also important in terms of how relationships will develop. In addition to producing 
good quality, safe and cheap food, businesses and entire supply chains are also expected 
to contribute to sustainable development, carrying out environmentally sound activities, 
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and supporting rural and regional economies (Viatte 1 997) . This is a potential area of 
advantage and power for producers and in some cases also a means of value adding. 
Barriers in negotiating supply chain relationships 
A regulated market isolates businesses within the chain and the chain from the consumer in 
the sense of market response (O'Keeffe 1 997) . It precludes farmers, processors, distributors 
and retailers from developing relationships; rather government prescribes and regulates the 
nature of these relationships. Removal of government regulations in agricultural industries 
has accelerated the trend of chain reversal. The production sector, typically the most 
protected, often has difficulty in adapting to a commercial marketplace. In many cases the 
inability to adapt fast enough, because of a lack of understanding and negative perceptions, 
has put producers in a much weaker position than they may have been given progressive 
change. A lack of skills in negotiation and knowledge of the marketplace at the producer 
level is evidenced by the power of processors and manufacturers in chain negotiations. 
The traditionally conservative nature of agricultural producers may hinder farm businesses 
in their ability to change (highlighted in Chapter 8) . Supply chain development has a goal 
of long-term stability through close working relationships . Stability in a supply chain sense 
is related to continual development and flexibility from businesses in their strategies and 
relationships in response to changes in the marketplace. Producers may find the necessity to 
continually change and adapt difficult. 
Negotiations involving farm businesses face many barriers, such as distrust of big business 
(often their direct customers) , reliance and focus on government regulations, individualistic 
approach to business rather than cooperative, and a lack of communication and negotiating 
skills. These factors have been highlighted in industry comments presented in Chapter 
2 and further in section 3 .4. These issues will be addressed in greater depth in Chapter 
6, 7 and 8 .  
3.2 .4 Collective bargaining legislation and its implications for the participation of 
farm businesses in supply chains 
Legislation as discussed in Chapter 2 influences and often controls the nature of 
relationships and the structure of supply chains within industries. The key legislation in 
Australia regulating the conduct of businesses and relationships is the Trade Practices Act 
1 97 4. Under this legislation collective bargaining of price is prohibited unless exemption 
from the act is granted in special circumstances. Authorisations for exemption obtained by 
members of the production sector in the dairy industry following farm gate deregulation are 
further discussed in Chapter 7. This section presents a brief overview of the U .S legislation 
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governing collective bargaining, providing some insight into potential areas of consideration 
for Australian legislators, industry bodies, and supply chain participants. 
Agricultural producers in the United States of America have operated under considerably 
more flexible legislation in relation to horizontal coordination within the production sector. 
The Capper-Volstead Act 1 922 provides farmers with the ability to form cooperative 
alliances or associations for the purpose of collective bargaining of prices and the sharing of 
trade information (Campbell 2002) . This allows farm businesses to obtain varying degrees 
of market power by taking control of supply and negotiating higher prices than would 
be possible negotiating as individual suppliers (Bunje 1 980) . Negotiations must result in 
what are considered competitive prices if challenged under anti-trust legislation and the 
cooperative association cannot obtain a monopoly status or profit through their actions. 
According to Bunje ( 1 980) most U.S bargaining cooperatives work very closely with their 
legal counsels to ensure they don't break any anti-trust laws. 
While this type of legislation gives farmers the opportunity to achieve greater power in the 
marketplace through cooperation, some large manufacturing and processing businesses have 
expressed their opposition to cooperative associations through behaviour such as boycotting 
supply from cooperative members and 'sweetheart' (Bunje 1 980) deals with farmers to 
lure them from cooperative membership. These actions have been deemed as unfair 
trade practices, prompting the introduction of s 1 09 of the Agricultural Fair Practices Act 
1 967. This section made discriminatory behaviour of processors toward cooperative groups 
illegal, bolstering the protection for farmers and cooperatives against large processors and 
manufacturers. Section 45 of the Australian Trade Practices Act 1 97 4 also has some 
equivalent provisions for unfair trading practices. 
While the nature of the business environment and relationships (particularly international 
trading relationships) differs considerably for Australian industries, the greater opportunities 
for collective action under U.S legislation would provide interesting examples of success, 
obstacles and failures of collective bargaining and cooperatives for Australian government 
and business. 
3 .3 Dairy industry statistics, structure and historical relationships 
Historically the structure of the dairy industry has been strongly influenced by government 
regulations. Despite heavy regulation, the structure of dairy-food chains have not been 
stagnant and have been changing in line with changes that are occurring worldwide. 
Consolidation within all sectors, but particularly at retail, distribution and processing levels 
has reduced the number of players . International corporations have acquired Australian 
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companies involved in the dairy industry and have expanded their worldwide network 
of companies. Structural change in the dairy industry has accelerated in recent years in 
preparation for industry deregulation. This section will describe the structure of the dairy 
industry (refer to figure 3. 1 ) ,  in the years preceding deregulation and will also outline 
structural changes, in terms of trends in numbers, size and value of the National and 
Queensland dairy industry. It will also make comment where information was available on 
significant changes resulting from deregulation. 
Figure 3. 1 Queensland dairy-food chain structural diagram 
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3.3 . 1 The industry 
The dairy industry is Australia's third largest rural industry with an ex factory (wholesale) 
value of $7 billion and export earning of $2 billion (Senate (RRAT) References committee 
1 999) . Milk production in 2000 was in the order of 1 0.8  billion litres, 20% of which 
was consumed domestically as liquid milk, with just over 50% being exported, the bulk as 
manufactured dairy products. World trade in dairy products was around 8% of total world 
production (Australian Dairy Corporation 1 998b) .  While Australia produces only 2% of 
world production it is the third largest exporter of dairy products on world markets at 1 5%, 
behind the EU (34%) and New Zealand (30%) (Australian Dairy Corporation 1 999) . 
3.3 .2 Production sector 
National 
The production sector of the Australian dairy industry is one of the most efficient in 
the world, second only to New Zealand. Its low cost of production can be attributed 
to Australia's climate and natural resources which allows for year round pasture based 
production (Australian Dairy Corporation 2000) . In 2000, the production sector of the 
Australian dairy industry comprised 1 2,888 farms and produced 1 0,847 million litres of 
milk. With just over 7800 farms and over 62% of Australia's milk production, Victoria was 
and continues to be the dominant milk producing state. New South Wales had 1 725 farms 
and 13% of the milk production, while Queensland farms numbered 1 545 with 8% of the 
country's total milk production (Australian Dairy Corporation 2000) . Victoria not only has 
the largest state industry; it also has the lowest cost of production, due to the nature of its 
temperate climate, and pasture based seasonal production. 
Production sector trends over the past 20 years show a continual decline in farm numbers 
from 2 1 ,994 in 1 980 to today's figure of just under 13,000 (Australian Dairy Corporation 
2000) . However milk production has steadily increased from 5 ,432 million litres to close to 
1 1 ,000 million today. This has been the result of continuing increases in farm size, herd size 
and production per cow. Producers who were high cost, less efficient and unable to grow 
or restructure their business have become part of the natural attrition of farmers leaving the 
industry (Abdalla & Gleeson 1 996) . 
Farm ownership statistics show that 90% of Australian dairy farm businesses are 
partnerships, 7% are sole owner/operator and only 3% are owned by companies. 
Sharefarming arrangements account for 1 0% of farm businesses (Abdalla & Gleeson 1 996) . 
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Queensland 
Dairy farming in Queensland extends from the Atherton Tablelands in the north to the 
NSW border and west into the Darling Downs. The majority of farms are in the south 
east corner of the state, 1 287 farms (Wide Bay/Burnett 387, South Eastern 396, Darling 
Downs 494) with 1 94 farms in the north Queensland region and 1 33 in the Central district 
(Queensland Dairyfarmers' Organisation 1 999) . 
The Queensland industry mirrored the national industry in terms of production sector 
trends over the past 20 years. Farm numbers approximately halved, while milk production 
increased from 508 million to 848 million, an increase of 66.9%. This growth in 
comparison to Victoria at 1 1 8% was relatively small, however it was greater than milk 
production growth in NSW which was only 53.8%. ABARE farm survey data, reported by 
the Australian Dairy Corporation (2000) , showed that Queensland had the smallest average 
herd size of all states, an annual milk production per cow below the national average and yet 
was second only to WA in milk income/cow. This indicated Queensland farmer's reliance 
on government price support and explains the extra farm and production losses experienced 
in this state since farm gate deregulation. 
Farm gate deregulation had the immediate impact of a farm gate price decrease and a loss of 
traditional market access levels (entitlement) for the majority of farmers in Queensland. As 
a result of lower incomes and more stringent demands on quantity, quality and composition 
of milk supplied, many farmers left the industry. In the first year of deregulation from June 
2000 to June 200 1 ,  1 0 1 2  farms left the Australian dairy industry. ABARE recorded that 
1 1 0 farmers had left the Queensland industry in the first six months of deregulation. That 
number had increased to 240 one year after deregulation (Australian Dairy Corporation 
200 1 ) .  Although the national average decline in farm numbers was 8%, the declines in 
New South Wales ( 1 7%) and Queensland ( 1 5%) were much higher. Victoria as predicted 
had the least number of farms cease dairying with a decline of only 3% (Australian Dairy 
Corporation 200 1 ) .  The net effect of reduced farm numbers in the Queensland industry 
was lower production, which had a significant impact on Queensland's processing facilities, 
their efficiency and continuing operation. 
These trends will be discussed in greater detail in Chapter 8 with evidence and further 
insights from data collected for this research. 
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Processing and manufacturing have often been referred to as separate sectors with a 
distinction made between companies who concentrate on milk and short shelf life products 
(processors) and those who concentrate on what are classed as manufactured dairy 
products (manufacturers) .  This distinction was made relatively easy as the traditional 
'processing' sector was governed by state regulations and the 'manufacturing' sector by 
federal government legislation. Deregulation makes this distinction less useful, particularly 
in relation to companies like Dairy Farmers Cooperative who process the full spectrum 
of dairy products. 
For the purpose of this thesis, the 'processing sector' of the Australian dairy industry will 
include both the processing of milk into liquid or fresh products such as whole white 
milk and modified milks, short-shelf life products such as cream and yogurts (20% of 
production) and the manufacture of longer life products such as cheese, butter and skim 
milk powders (80% of production) . The five largest firms process approximately 75% of 
production (Senate (RRAT) References Committee 1 999) . The three largest cooperatives, 
Murray Goulburn, Bonlac and Dairy Farmers, collect 64% of Australia's milk production 
from over 7500 farmers (ACCC 200 la) .  
The processing of liquid milk is dominated by three national companies. Dairy Farmers 
Cooperative, National Foods and Pauls Limited, collectively supplied 85% of the Australian 
fresh milk market in 1 996 (Langdon 1 996) . The short shelf life product market is 
supplied by a number of firms, the largest of which are National Foods, Pauls Limited, 
Dairy Farmers and Nestle. Long life dairy product processing is dominated by two large 
Victorian cooperatives (Murray Goulburn and Bonlac) who together with Victoria's other 
cooperatives source and process 70% of milk. Victoria accounts for 85-90% of output of 
major manufactured product lines (Australian Dairy Corporation 2000) . Small boutique 
factories and on-farm processing facilities across Australia produce a full range of products 
for local, national and international markets. 
Historically processors (typically cooperatives) operated on a regional basis. With industry 
growth, a changing marketplace (consolidation globally and nationally at processing and 
retail levels) and technological improvements in processing dairy products, Queensland 
processors have merged or have been progressively acquired by larger processing firms. A 
consequence of a deregulated market has been extensive rationalisation discussions between 
what are now national dairy companies (both Australian and foreign owned companies 
operating in Australia) and Australian and New Zealand companies. The trend toward 
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concentration will continue with markets becoming dominated by mega food companies 
(ADFF 1 999) . Nevertheless there will be many opportunities for companies who offer 
different products for niche markets . 
Queensland 
The Queensland industry had two dominant players, Pauls Limited and Dairy Farmers, 
until 1 999 when National Foods began processing milk in their newly built factory at 
Creastmead (South Brisbane) . Since farm gate deregulation and the significant loss of 
milk supply from Queensland suppliers, Pauls Limited have closed two factories in central 
Queensland, Monto (March 200 1)  and Mackay (May 200 1 ) ,  and have shifted processing 
capacity between factories in south east Queensland (Flynn 200 1 ) .  Dairy Farmers also 
experienced supply shortages during early 200 1 due to reduced production from farm 
closures and a dry season. As a result the cooperative purchased milk powder from New 
Zealand to maintain economical processing capacity and to meet contracts with customers 
(Queensland Country Life 200 1 ,  22 March) . 
3.3 .4 Transport and distribution sectors 
The logistics of moving liquid milk from the farm gate to the processor requires licensed 
milk carriers using bulk tankers, which can only be used for this purpose. The majority of 
these licenses are held by the receiving processing factories (Queensland Dairy Legislative 
Review Committee 1 998) .  
Improvements in transport and distribution have been a major contributing force in 
rationalisation of the industry. 
Distribution from the processor to retail outlets is referred to as the vending sector 
in Queensland. Over the period between 1 993 and 1 998 this sector underwent major 
restructuring in compliance with the Dairy Industry Act 1 993. The number of vendor 
licenses was reduced from over 900 to 243, with compensation payments totalling $90 
million (Queensland Dairy Authority 1 998). The remaining exclusive distribution rights 
and regulated pricing were removed during post farm gate deregulation on 1 January 1 999. 
3 .3 .5  Retail sector and consumer trends 
The majority of retailers in the dairy industry are convenience stores and food outlets, 
otherwise described as the route trade with 55% of milk sales in 1 998 (ACCC 200 1 a) .  
Supermarkets increased their share of the retail market for fresh milk from 30.3% in 
1994-95 (Queensland Dairy Legislative Review Committee 1 998) to 45 .3% in 1 998, and 
47% in 2000 as a result of deregulation and lower retail milk prices. Home deliveries at 
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12% of the market (Queensland Dairy Legislation Review Committee 1 998), represents the 
third and declining category of the retail milk trade (ACCC 200 1 a) . 
The position of fresh liquid milk in a commercial environment can take examples from 
markets in the USA and Europe, where liquid milk is a commodity item, with a high 
percentage of generic (supermarket own) branded products, low prices and small margins 
(ADFF 1 999, Cooper 1 998) . Retailers in Australia have already begun to follow these 
trends with supermarket 'house label' branding and competing strongly on price. While 
Australian milk processors have maintained high brand support and a premium on their 
branded products in the short term, the ACCC (200 1 a) argues the weak differentiation of 
milk products will make it difficult for processors to maintain higher prices on branded 
products over generic labels. 
Liquid milk consumption has increased by about 1 % over the period between 1 99 1  and 
1998 .  Following post farm gate deregulation supermarkets have competed heavily on liquid 
milk sales, with all milk sales (whole white, reduced fat, UHT etc) increasing on average 
6% in the 1 2  month period between October 1 999 and October 2000. UHT/long life 
milk experienced the greatest growth of 20%, up from 9% for the previous 1 2  months 
(Australian Dairy Corporation 200 1 ) .  This growth in sales can be attributed to lower 
prices resulting from increased competition between processors for retail contracts and the 
introduction of supermarket house brands. 
3.4 Conclusions 
Literature relating to agricultural restructuring and trends in supply chain development 
discuss the changing competitive nature of traditional agricultural industries (Hughes 1 996, 
Newton 2000, O'Keeffe 1 998) .  There is clear evidence to suggest that what constitutes 
competitiveness in the Australian dairy industry has changed significantly and will continue 
to change as a result of the process of deregulation. With relationships between industry 
sectors no longer regulated by state and federal governments, there is a shift from the whole 
industry view and approach to industry relationships, to a focus on relationships within 
dairy-food chains . 
Presumably it is the changing nature of consumer demand and the flexibility afforded in a 
deregulated industry that will lead businesses toward supply chain orientated relationships. 
This however is not a predestined outcome (Boehlje et al. 1 998), but requires a choice 
by managers of production, processing, distribution and retailing businesses. According to 
Boehlje et al. ( 1 998) chains may also be incomplete; while some links may be relationship 
orientated, others may be more transactional and short-term in nature. This implies 
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that for some businesses becoming involved in supply chain relationships may not be 
appropriate, feasible or desired. 
What are the incentives to businesses to move in a supply chain direction? What are the 
trends already occurring in the industry that will encourage or hinder the development of 
supply chain relationships? 
There has been a shift in perceptions toward the idea that farmers, processors and their 
customers and suppliers need to have closer relationships that are no longer based on sectors 
but on chains, in order to develop competitive advantage against other supply chains. This 
move has been more prominent in the processing and retail levels of the chain and less 
understood at the production level. Regulation allowed dairy farmers to manage their 
business without consideration of the processes that occur beyond their farm gate. A 
considerable proportion of farmers had not made the link between their product and the 
chain to the final consumer. If processors or industry organisations wish farmers to become 
more involved, they will be challenged to bridge the gaps in many farmers' knowledge on 
the potential benefits to their individual businesses. 
This research questioned how the industry was achieving this, by focussing on key supply 
chain concepts of communication, trust, commitment and power in relationships. The 
research paradigm outlined in section 1 .2 influenced the approach taken in this research, 
which was designed to interpret and understand the perceptions of industry participants 
toward their supply chain links. This paralleled the case study approach taken in supply 
chain research (in particular Newton 2000) documented within the literature review, 
providing additional justification for the research design applied in this research. 
The key perceptions, identified from supply chain theory which would answer the research 
questions, were:-
a perceptions of how past relationships operated (in particular relation to trust, power 
and communication); 
a perceptions on legislation and government involvement in the industry; 
a perceptions of farm business management and how that would change in a deregulated 
environment. 
Chapter 4 presents the practical aspects of the research design and implementation through 
a description of sample selection, interview guide development, conduct of interviews and 
data analysis procedures. 
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Removing regulations from the dairy industry has had major implications for the levels 
of power, communication and trust, in dairy-food chains and has provoked on-going 
debate in the industry, and in the public media, on the power of supermarkets, the 
behaviour of processors and the weakness of traditional agricultural producers in supply 
chain relationships. The future of Australian dairy-food chains will be influenced by 
continued concentration at all levels in the chain, the nature of historical relationships and 
the nature of the product and the marketplace. 
These issues will be analysed in Chapters 5-9 and given depth through the presentation, 
interpretation and discussion of interviews conducted throughout Queensland dairy-food 
chains. These Chapters are an exploration of the impacts of deregulation on industry 
relationships, how roles and relationships can be redefined in the future and what 
implications the combined effect has on dairy farm businesses. 
63 
64 
CHAPTER 4 
RESEARCH METHODS: DATA COLLECTION 
AND ANALYSIS PLAN 
4. 1 Introduction 
This chapter presents the design, development and delivery of data collection methods and 
analysis techniques that were employed for this research. Interview guide preparation and 
procedure are presented first as they are common to all data collection stages. Following 
this, the chapter describes each data collection stage, including sample selection, interview 
guide preparation, interview procedure and the environment in which the interviews were 
conducted. 
4.2 Data collection background 
The following section discusses the development of interview guides and outlines the 
procedure followed in undertaking the interviews from data collection stages one through 
to four (see Figure 1 . 1 ) .  
4.2. 1 Interview guide preparation and procedure 
In preparing an interview guide there are a number of factors that need to be taken 
into consideration and a number of choices that need to be made. These include 
question structure and interview format, which are selected in consideration of the research 
methodology (refer to section 1 .2) . All interviews conducted for this research used a semi­
structured qualitative interview format, with a series of open-ended questions. 
The initial development stages of the interview guide followed the design procedure 
outlined by Kumar ( 1 996) . For each research question to be addressed in the interview a 
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list of associated questions were written. In formulating the questions attention was given 
to both the order and wording. 
The ordering of the questions in the interview guide combines direction from both Patton 
( 1 990) and Mostyn ( 1 985) .  The question sequence according to Patton ( 1 990) should 
begin with present day, which then becomes the baseline for asking questions about past 
experience. The final group of questions is then about the future. Mostyn ( 1 985) advises 
that the questions should be ordered (within the present, past and future sections) from the 
more general through to the specific. 
Probe and follow-up questions were also included within the interview guide format and 
were used in the interview to draw from the respondent's examples of day to day practices 
and experiences (Bernard 1 988) .  The question structure was modified to be appropriate to 
the respondent's role in the industry and the industry environment at the time at which the 
interview was conducted. Nevertheless, the central thrust of the interviews was consistent 
within each data collection phase, allowing the data to be viewed as a 'set' applying to that 
level of the dairy-food chain at a particular stage in the deregulation process. 
Dairy farmer interviews in both data collection stages one and four were conducted with 
either individuals, or 2 or more people involved in the family business. All those involved 
in the management of the farm business were invited to attend. The majority of interviews 
were conducted with both husband and wife, and children if involved in the management 
of the farm. Supply chain and farm adviser interviews were conducted with individuals. All 
interviews took between 30 minutes and one hour to complete. 
At the beginning of each interview a brief description of the research and where this 
interview fitted in terms of the overall project was given. Confidentiality of interview 
transcripts was promised. Recordings were taken of each interview with the permission of 
the interviewees. In only one case was permission to record refused. 
4.3 Data collection stages 
4.3 . 1 Stage one: Interviews with dairy farm businesses in south east Queensland, 
September 1 998  
Sample selection 
The production sector of the Queensland dairy industry in September 1 998 was diverse in 
terms of geographic location, farm types (size, number of cows, production levels, quota 
holdings) , and farmer types (age, years in dairying, formal education, management style) . It 
was also divided by different supply management arrangements operating in three regions 
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across the state. The sample of dairy farmers selected for this research was from within the 
south east Queensland supply management region (see Figure 4. 1 below) . 
Figure 4. 1 Map of Queensland depicting dairy farm business sample regions 
Mary Valley Region 
\ 
Burnett Region I 
The dairy processing company which farmers supplied was identified as a variation of 
possible significance to business management and was therefore used as a sample selection 
criterion. It was hypothesised that farmers supplying a cooperative may have some different 
perspectives to those of farmers supplying a proprietary company and that this may be 
reflected in decisions made by individuals in an industry moving toward deregulation. 
The final variation contributing to sample selection was farm participation in the 
Queensland Dairy Accounting Scheme (QDAS) program. The QDAS program run by 
the Queensland Department of Primary Industries (QDPI) , collects farm statistics from 
participating farmers. Physical resources, production costs and farm incomes are recorded, 
and business/profitability ratios are calculated (Bake et al. 2000) . For participating farmers 
it is a tool to analyse the financial aspects of their business and to benchmark against 
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other farms in their region and within the state. The hypothesis underlying this selection 
criterion was that farmers who were taking part in the QDAS program may be more 
focussed on their farm as a business and that those not participating would not be as 
business orientated. Three groups of south east Queensland farmers were selected. Their 
characteristics are presented in Table 4. 1 .  
Table 4. 1 Region and processor representation of dairy farm businesses in interview sample 
Region Dairy Farmers Pauls Limited 
Fassifern Valley 7* - 7 
Burnett - 8* 8 
Mary Valley 2 5 7 
9 1 3  22 
* participation in QDAS 
Constraining factors on sample selection included: 
o The number of farms interviewed needed to be kept between 20 and 30 for time 
and resource purposes; 
o All farms selected were situated in south east Queensland as a result of both time 
and resource constraints, however the south east corner represents the majority of the 
Queensland industry with around 80% of farm businesses in this region; 
o The selection was constrained to south east Queensland for comparison among farms, 
as this region has in the past operated under a different supply management system to 
the central and northern regions of the state. 
The farmers' names and addresses were supplied by local extension officers who were asked 
to select a range of farms based on their property size, herd size and years in dairying. Those 
extension officers providing QDAS participating farms based their selection on achieving a 
broad cross section of farmers based on QDAS figures. Those farmers selected who were 
not participating in QDAS were selected based on the best knowledge of the local adviser. 
The selection of interviewees by local extension officers presents the possibility of a number 
of weaknesses in the sample. Extension officers could be seen to work with the more 
progressive farmers and those farmers participating in QDAS may be more progressive or 
innovative. Comparison of QDAS figures with state based farm statistics (see Figure 8. 1 )  
indicates that QDAS farms have on average greater production/farm and production/cow, 
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possibly indicating that these farms are more progressive, however this assumption is based 
on a very small sample size. 
Initially 27 farms were contacted with 22 farms responding positively. Although there 
were only 22 farms involved, out of 1 600 farms in Queensland (Queensland Dairyfarmers' 
Organisation 1 999) and therefore only a small sample, the diversity of the sample and 
the depth of the interviews provided an in-depth understanding of these farms within the 
context of their situation. The farms chosen allowed for a comparison between farms 
participating and not participating in QDAS and those supplying a co-operative or a 
proprietary company. 
Initial contact 
The initial contact with farmers was through an introductory letter (see Appendix I) and 
a follow up phone call. During the phone call farmers were asked if they wished to 
participate in the research and then a time was organised to conduct the interview. 
Environment in which interviews were conducted 
The first interview with dairy farmers was conducted in September 1 998.  The environment 
in which the first interview took place, was an industry which was facing post farm gate 
deregulation in three months Qanuary 1 999) . During the second half of 1 998 there was 
growing speculation that farm gate deregulation would be the outcome of current industry 
discussions and the impact of lower prices was a key issue of concern. There was an 
increased focus from the farm advisory service on business management workshops, and 
discussion on reducing production costs on the farm. Negotiations were also beginning in 
the industry for the Dairy Industry Adjustment Package. 
The initial impacts of post farm gate deregulation in NSW, on June 30 1 998, were also 
being highly publicised. The NSW Dairy Farmers Association dropped the price of market 
milk by 3 .5c/litre at the farm gate under pressure from tenders from Victorian companies 
to supply market milk into the state. Associated with this was a high degree of uncertainty 
and lack of understanding of the implications of post farm gate deregulation to occur in 
Queensland on January 1 ,  1 999 and possible farm gate deregulation on July l ,  2000. 
There was a level of uncertainty among industry leaders on the process of deregulation and 
its ultimate implications, demonstrated by their conflicting comments in the public media 
(highlighted in Chapter 2) . It was documented that this led to a degree of confusion and 
worry among farmers, which resulted in significant loss of confidence within the production 
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sector. It could be �xpected that this would have shaped farmers' attitudes toward both 
their business and the industry. 
Preparation for the interviews envisaged that the data collected would capture the farmers' 
views on their experiences in the regulated dairy industry and their experiences in an 
industry that was working through major changes, in preparation for deregulation at the 
farm gate, contributing to answering research questions 1 and 3 .  
Interview guide 
The first interview with dairy farm businesses covered three broad areas (see Appendix II) : 
o Current structure and operation of their dairy farm business and its relationships with 
others in the regulated environment (RQ 1 ) ;  
o Major changes in  the industry in the past and how these have affected farm business 
management (RQ 2) ; 
o Predicted implications of deregulation on their farm business and what sort of 
management changes they were making in preparation (RQ 3 & 4) . 
The interview guide was designed to reflect a process of thinking about their farm business 
in the current regulated environment, how the farmers had responded to changes in the past 
and the perceived implications of deregulation on their business . Supply chain relationships 
were examined implicitly through questioning given that the majority of dairy farmers are 
not familiar with supply chain terminology. 
Interview feedback 
Following the first phase of interviews conducted with dairy farmers, a feedback report (see 
Appendix III) was compiled outlining some findings from initial data analysis . The report 
was sent to participating farmers and its availability for any interested people was advertised 
in The Queensland Dairyfarmer. A summary of the feedback report which highlighted 
some of the major conclusions of the data, was presented in the paper in the same month 
(May 1 999, Appendix IV) . 
4.3.2 Stage two: Interviews with supply chain participants, June-September 1 999 
Sample selection 
The research had a central aim of understanding the perceptions and related experiences 
of participants from various sectors of the Queensland dairy industry. This interview 
stage therefore aimed to understand the relationships between participants in dairy-food 
chains and how the industry operated as a whole (answering research questions 1 & 3) . 
Consequently, interviewing key people throughout the dairy-food chains provided a wide 
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range of views and broad coverage of current opinion. Defined by Marshall and Rossman 
( 1 995) as 'elite interviewing', this interview series selected particular types of respondents 
based on their position within organisations from different levels of the dairy-food chains. 
'Elite individuals are considered to be the influential, the prominent, and the well informed 
people . . .  selected for interviews on the basis of their expertise in areas relevant to the 
research' (Marshall & Rossman 1 995,  p. 83) . 
According to O'Keeffe ( 1 994) the majority of research conducted into supply chains uses 
this method of interviewing key industry informants. This reliance on individuals within 
organisations can create informant bias and responses shaped by the interviewee's position 
within the organisation or the industry. When looking at power, dependence and conflict 
in relationships, Phillips (in O'Keeffe 1 994) showed that the interviewee's opinion would 
be biased by their position. Because this research was looking at broader industry change 
in the Queensland dairy industry, this approach to sample selection was necessary and 
significant in terms of the results. While it was important to keep in mind that the 
information generated from this sample selection would be biased, gaining the opinions of 
key industry participants presented an interesting approach to the data and its final analysis. 
The diverse views, which are shaped by an individual's context (their environment and past 
experiences) , are important in terms of decisions being made in the industry. 
The selection of interviewees aimed to represent the major players in the Queensland dairy­
food chains. Each of the major retailers, processors and industry organisations operating 
in the Queensland industry were approached by letter, and a follow up phone call to be 
involved in the research. The distribution of interviews in the dairy-food chain is presented 
in Figure 4.2 below. 
Figure 4.2 Supply chain interview series 
Producers/ 
processors 
( 4 Interviews) 
I Producers I �  .. Processors (5 Interviews) 
Industry 
Organisations 
(3 Interviews) 
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Supply chain interview profiles 
The following profiles are based on 1 999 figures, examining the companies and 
organisations at the time the interviews were conducted. 
The processing sector 
The Queensland industry had two dominant processors, Pauls Limited and Dairy Farmers 
until 1 999 when National Foods began processing milk in south east Queensland. Their 
market shares in milk products and dairy foods in 1 999 are presented in Table 4.2. 
Dairy Farmers Cooperative (interview conducted with one manager) 
In 1 998-99 Dairy Farmers Cooperative had a turnover of $ 1 .4 billion and was (and 
continues to be) the largest wholly farmer owned and controlled dairy processing business 
in Australia, operating in the fresh milk market. It had market leadership in many fresh and 
manufactured dairy products, under the Dairy Farmers, Ski and Coon brands, including 
milk, yoghurts and natural cheese (Ogilvie l 999a) . 
The Dairy Farmers group expanded considerably in the l 990's, merging and acquiring 
smaller cooperatives in New South Wales, Victoria and Queensland, and more recently in 
South Australia. Its supplier base was 2 1 30 farms, with around 5600 farmer owners. The 
cooperative in 1 999 was operating 1 9  plants around Australia, employing approximately 
3000 people (www.dairypage.com.au 1 999) . 
During 1 999, the cooperative was discussing the restructuring of the cooperative business 
to allow for capital generation outside the farmer membership. This restructuring would 
have entailed the formation of a supply coop (owned 1 00% by farm suppliers) and a 
public company with 30% external ownership, 1 9% individual supplier ownership, and 
5 1  % ownership and control by the supply coop. Amidst controversy and merger talks 
with Parmalat the farmer shareholders of the cooperative voted against the restructuring 
proposal. 
Pauls Limited (interviews conducted with two managers) 
Pauls Limited grew substantially over the years to 1 998, through acquisitions of dairy 
companies principally in Queensland and Victoria. In August 1 998, Parmalat Australia Pty. 
Limited, a subsidiary of Parmalat Finanziaria SpA, an Italian based global dairy company, 
acquired Pauls Limited. 
Pauls Limited had six supplier cooperatives in Queensland: Metropolitan, Suncoast 
(acquired in 1 960), Burnett (acquired in 1 988), Maryborough (acquired in 1 988), Port 
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Curtis (acquired in 1 994) and Dairyfields (acquired in 1 998) . In July 1 999, Pauls had 
579 suppliers, an intake of 330 million litres of raw milk annually and 7 processing plants 
throughout Queensland (Ogilvie 1 999b) . Pauls Limited also held a 50% holding in a joint 
venture with Norco to supply fresh milk to the Brisbane milk market. 
In Victoria, Pauls processed 1 00 million litres of milk and employed 500 people in 
processing facilities in the state (Ogilvie 1 999b) . Pauls has also operated processing facilities 
in the Northern Territory, which processed milk, juice and soft drinks. 
Pauls Limited exports milk, dairy products and juice to over 30 countries in the Asia Pacific 
region. Parmalat has used the company's knowledge of these markets and reputation in 
exporting a range of their products using the established networks. In 1 999 export sales 
exceeded $35 million (Pauls Limited 1 999) . 
Parmalat Finanziaria SpA. operates in 3 1  countries, with 148 factories and 39, 700 
employees (Pauls Limited 1 999) .  The company's worldwide operations have a total asset 
value of approximately A$ l 4.8 billion, and sales at 3 1  December 1 999 worth $ 1 0  billion. 
The milk division contributes 60% of this value. This suggests the acquisition of Pauls 
was a small move in the overall activity of Parmalat, designed to provide an entry into the 
Australian market and support sales in the growing Asian/Pacific market. 
National Foods Limited (interview conducted with one manager) 
National Foods Limited is Australia's largest publicly listed milk processing company with 
an annual turnover in 1 999, in excess of $ 1  billion. The company operates in every state 
of Australia and employs 2000 people. National Foods recently invested $300 million 
in upgrading and building new facilities for its dairy division. Its new milk processing 
factory in south east Queensland, which began operation in late 1 999, was a part of this 
redevelopment. 
National Foods exports to 30 countries including countries in Asia, Europe, the UK, and 
the USA with a sales value of $53 million in 1 999 (Ogilvie 1 999c) . 
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Table 4.2 Market share % by processing company for 1 999 
Company Product type Qld NSW VIC TAS SA WA NT Australia 
National Milk 0 28 47 72 55 55 20 32 
Foods 
Dairy foods 32 38 4 1  39 45 33 30 35 
Pauls Milk 58.5 7 42 0 0 0 n/a 24 
Limited 
Dairy foods 21  7.5 8.4 1 1 .4 7.3 4.8 n/a 1 0.3 
Dairy Milk 3 1  65 7 0 37 0 0 32 
Farmers 
Cooperative Dairy foods n/a n/a n/a n/a n/a n/a n/a 7 
Source: Ogilvie 1 999c, Ogilvie 1 999b, Shoebridge 1 999 
Kenilworth Country Foods (interview conducted with one manager) 
Kenilworth Country Foods is a gourmet cheese manufacturing company located in the 
Sunshine Coast Hinterland. The factory at Kenilworth began manufacturing cheese in 
1 952, but was closed by Kraft, its owner in 1 989. Six staff members bought the factory 
and specialised in handcrafted cheese. The factory makes more than 1 5  different varieties of 
cheese and short shelf life dairy products (Greer 1 999) . In 1 999 the factory had no direct 
milk suppliers, purchasing raw milk from Dairy Farmers Cooperative. 
Farm businesses establishing processing operations 
Cooloola Milk (interview conducted with one manager) 
Cooloola Milk, owned and managed by the Schroeder family, was the first on-farm milk 
processing business in Queensland established in response to post farm gate deregulation. 
It began its operation in April 1 999, selling two litre bottles of Jersey milk to local retail 
outlets. It has expanded both product lines and distribution. 
Burnett Valley Cheesemakers Association (interviews conducted with two farmer 
members and one non-farmer board member) 
The Burnett Valley Cheesemakers Association formed in 2000 in order to examine the 
opportunities associated with cheese manufacturing in a deregulated industry. They 
believed there was an opportunity to develop a collectively funded cheese making facility 
in Kingaroy that members could use to make their own cheeses. The initial meeting 
was strongly supported by attendance from farmers in the region; however few remained 
interested at the time of these interviews. 
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The retail sector 
Franklins Ltd. at the time the interviews were conducted was Australia's largest discount 
supermarket with 1 3 .6% of the national market. The supermarket chain's marketing 
strategy was focussed on expansion into fresh product categories (Franklins Ltd. 1 999) . The 
interviewee was the regional category manager for the dairy division, based at the central 
Brisbane warehouse. 
The second retailer interview was conducted with the owner and manager of an 
independently owned IGA supermarket, in a regional centre. There are 1 50 IGA 
supermarkets in Queensland and 1 050 nationally. They promote their support of local 
communities and community events, and this support is also reflected in store with the 
stocking of many local products. 
Both Coles and Woolworths were contacted with the initial introductory letter and 
a number of follow up phone calls; however both declined to be interviewed. The 
implications of their refusal for this research is that it was not possible to use primary data 
relating to the two major supermarket chains in the dairy industry, instead this research 
relied on secondary data to build a picture of the dairy-food chains incorporating the two 
major national supermarkets. 
Industry organisations interviewed 
Australian Tropical Dairy Institute (Interview conducted with the director of the 
ATDI) 
The Australian Tropical Dairy Institute (ATDI) was a joint venture between the 
Queensland Department of Primary Industries, The University of Queensland and 
the Queensland Dairyfarmers' Organisation. It also received support from the Dairy 
Research and Development Corporation and worked closely with the Sub Tropical 
Dairy Program (northern Australian regional program of the Dairy Research and 
Development Corporation) . Through its members the ATDI integrated research, 
extension, development, education and training to service the tropical and sub-tropical 
dairy industry of Australia. The organisation was formed in 1 996, so as a working entity 
was in its infancy. 
The institute aimed to enhance the 'competitiveness, profitability and sustainability of the 
northern segment of the Australian dairy industry' (ATDI 1 998) . The ATDI saw its role 
as a medium for information transfer to farmers and to aligned staff and industry on issues 
that affect them. They also formed a communication link between staff aligned with the 
QDPI and funding bodies such as the DRDC. 
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Queensland Dairy Authority (Interview conducted with the CEO) 
The Queensland Dairy Authority was a statutory body administering regulations under the 
Dairy Act 1 993. Its role covered six areas: 
o industry development; 
o supply management; 
o on-farm quality; 
o processor quality assurance; 
o distribution administration; and 
o promotions. 
(Queensland Dairy Authority 1 996) 
The authority operated on funds collected from industry on white milk sales. From all 
industry sectors in 1 997-98,  0.68 cents per litre was collected as a licence fee for services 
and operations of the authority. An additional 0.48 cents per litre licence fee was collected 
from processors to cover promotional activities (Queensland Dairy Authority 1 998) . 
As the industry was preparing for deregulation the roles of the QDA were being assessed 
and removed. 
Queensland Dairyfarmers' Organisation (Interview conducted with the CEO) 
The Queensland Dairyfarmers' Organisation was a statutory organisation representing all 
dairy farmers in Queensland. As a statutory organisation, membership was compulsory and 
all farmers were levied to fund operating costs. 
The statutory status was removed, and in 2000 the QDO became a limited liability 
company, although they continue to legally force compulsory membership and collect fees 
from all farmers. The organisation continues to provide a forum for farmers to voice their 
opinion and form a united group on matters affecting the industry. The QDO works as 
a lobbying group and ensures farmers are kept up-to-date on key issues. Issues that the 
organisation has been involved in are deregulation, animal welfare, environment, and farmer 
training and education. 
Environment in which interviews were conducted 
The supply chain interviews were conducted between June and September 1 999.  Post 
farm gate deregulation had occurred in January 1 999, and therefore the processors and 
retailers had been operating under competitive market conditions for just over six months. 
The interview with National Foods was conducted before the opening of their new factory 
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in south east Queensland; however, all three processors were competing heavily for fresh 
bottled milk contracts with supermarkets. 
All sectors were preparing for farm gate deregulation. Industry organisations were active 
in negotiating with both state and federal governments for a compensation package for 
Australian dairy farmers. 
Processors were discussing new pricing methods and supply management systems, and the 
implications that an industry funded compensation package would have on the pricing of 
milk at the farm gate, if processors had to bear the costs of a levy. Additional comment 
from processors in the media at this time indicated that if farmers were compensated for 
the loss of their quota they would feel no obligation to honour farmer's quota holdings 
and prices would move quickly to market competitive prices. They were also discussing 
publicly their milk requirements in a deregulated industry in relation to milk quality and 
farm quality assurance. Processors were therefore preparing their business and their farm 
suppliers' businesses for a deregulated market. 
In this environment many small processors were establishing their businesses or considering 
new options for the deregulated marketplace. Some farm businesses were processing 
their own products and many were conducting market research and feasibility studies in 
preparation for processing or manufacturing their own milk into dairy products. 
Interview structure: Common topics 
The central goal or purpose of the supply chain interview series was to develop a picture of 
the dairy industry from the producer through to the retailer, in terms of various companies 
structures, their role in the industry and their business relationships and interactions with 
other industry sectors. Furthermore, it assembled the processor and retailer perspectives on 
their current relationships with suppliers and customers and potential future relationships at 
a particular point in time (answering research questions 1 & 3) . This was reflected in the 
common themes or topics addressed during each interview with key industry participants 
(Interview guides for each sector are included in Appendix II) . 
The structure for these interview guides consisted of two levels of questions. The first level 
of questions were organisation or company orientated and were intended to be answered 
from the company's viewpoint. The second level of questions were orientated toward 
gaining individual opinions. 
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Common topics for organisation or company orientated questions included:-
o Overview of company's or organisation's position or role in the Queensland dairy 
industry 
o Strategies of the company or organisation in preparation for a deregulated environment 
o Nature of relationships with customers and suppliers 
o Factors that will influence these relationships in the future 
Common topics for individual opinion orientated questions included:-
o Current trends in the dairy industry 
o In relationships with farm businesses what influence does the company or organisation 
have on farm business management 
o Strategies they believe are needed at the farm business level to deal with deregulation 
Interview feedback 
For each of the 1 3  recorded interviews, a transcript was made and sent to interviewees for 
possible changes or additional comments. No transcripts were returned for correction. 
4.3.3 Stage three: Interviews with the farm advisory service, September-November 
1 999 
Sample selection 
The farm advisory service plays a key role in the relationship between the farm business and 
their processor and the farm business and broader industry. The perspectives of advisers 
are significant in analysing the processor/farm business relationship and in understanding 
the process that dairy farm businesses undertook during industry deregulation. For the 
research it provides an important, different and often conflicting perspective on the changes 
occurring in the dairy industry. 
The farm advisory service was made up of three broad groups, depending on employment 
arrangements: 
o Processor employed farm advisers 
o Contract farm advisers, employed on a 50/50 joint basis between processors and the 
QDPI 
o QDPI dairy extension officers 
A total 1 7  advisers from the six groups of farm advisers, employed by different processors 
and the government were interviewed and are represented in Figure 4.3 below. 
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Farm advisers from Norco (a Northern NSW based cooperative with farmer suppliers in SE 
Qld) , were included within the survey group in order to achieve the best representation of 
the diversity of approach and views on the service between groups operating in Queensland 
at that time. The aim was also to identify differences between the groups in what they 
perceived as their role, the role of the service, the role of each group, and relationships 
between individuals and groups, as a guide to roles and relationships in a deregulated 
industry environment which they would be instrumental in developing. Because Pauls 
Limited was a proprietary company and Dairy Farmers and Norco were cooperatives, the 
sample selection anticipated possible differences in approach to farm advisory services -
philosophy, funding, aims and goals, and possibly a difference in relationship between 
advisers and farmers, stemming from differences in relationships between a cooperative 
and a proprietary company and their farmers. Differences were also anticipated in the 
perspectives of processor farm advisers and the government advisers, as were potential 
conflicts in the role of the contract farm advisers. 
Almost every adviser and extension officer in south east Queensland were interviewed. 
Because the same processors operate in central (Pauls Limited) and northern (Dairy 
Farmers Cooperative) Queensland, the issues raised in the interviews could be considered 
as important issues throughout Queensland. Some specific regional differences may have 
been raised by interviewing outside of south east Queensland; however this possibility was 
not explored. 
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Environment or context in which this group was operating 
Interviews with farm advisers were conducted between September and November 1 999. 
The advisory sector, along with every other sector, was experiencing a range of new pressures 
and a changing work environment. Queensland processors were pushing farm businesses to 
become quality assured. An increasing proportion of time was allocated by farm advisers 
to encourage and help farmers to become quality assured. There was also an increasing 
emphasis on farm business management training and farm advisers were required to provide 
their time in organising and conducting workshops for the national Dairying Beyond 2000 
program. 
QDPI and contract farm advisers had recently undertaken a departmental review (Foster 
1 998) of the structure and the role of the dairy advisory service. The review used 
a participatory approach to evaluating the advisory service, which by its nature would 
have influenced individual advisers to consider their role, industry relationships and the 
implications of deregulation (explored further in section 6.3.3) . 
The Parmalat proposal to merge Pauls Limited and Dairy Farmers Cooperative and to 
control the merged entity occurred in August 1 999. For Dairy Farmers farm advisers and 
contract advisers this proposal threatened their job security with predictions that a merged 
company would require a substantially smaller farm advisory service. 
Interview guide 
The preparation of the interview guide (see Appendix II) for the farm adviser interview 
series was influenced by the field interpretation of the data collected during stage one 
and two, by the industry environment and by the recent release of the 'Advancing Dairy 
Australia' (ADFF 1 999) report which outlined some key issues of relevance to the farm 
advisory service. 
Farm advisers were asked to discuss their role and how they thought their role would change 
in a deregulated industry. The interview then covered three broad topic areas including 
practical changes, attitudinal changes and relationship changes. The advisers were asked 
what they believed were the changing needs of farmers, how those needs could be addressed 
through existing or new programs and the role of processors and industry organisations in 
addressing the needs of farmers. In terms of attitude change, advisers were asked to identify 
barriers at both farmer and advisory level. Relationship issues focussed on farmer/ adviser 
and farmer/processor relationships, the role of farm advisers in the processor/farm business 
relationship and the relationships between groups of farm advisers and processors at the 
advisory level. 
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4.3 .4 Stage four: Second interview with dairy farm businesses, September­
October 2000 
Re-establishment of contact with the interview group during a turbulent time in the 
industry and in their farm businesses proved more difficult than establishing first contact 
in 1 998. Each farm business was sent a letter and a research update detailing the progress 
made since last contact (see Appendix V) and was asked to participate once again in a 
face-to-face interview. After a follow up phone call only 1 5  farmers agreed to participate 
again. Those farmers are represented in Table 4.3 below. 
Table 4.3 Region and processor representation in second dairy farm business interview 
sample 
Region Dairy Farmers Pauls Limited 
Fassifern Valley 3 - 3 
Burnett - 5 5 
Mary Valley 2 5 7 
5 1 0  1 5  
Interview guide 
The question format for the second interview (See Appendix II) with dairy farmers was 
based on insights from all data collection stages and some of the immediate implications of 
deregulation. The focus of the questions was on how farmers perceived their relationships 
with processors and farm advisers, and how the changing of these relationships in a 
deregulated industry may affect farm business management. 
Environment in which interviews were conducted 
The second interview series with dairy farmers was conducted in September-October 2000. 
The industry had been deregulated for three to four months and farmers had received 
only their first or second milk cheque under deregulated pricing and processor supply 
arrangements. Due to the time constraints of the research this interview could not be 
conducted later allowing more time for the impacts of farm gate deregulation to be felt in 
the management of the farm businesses. The timing did allow an examination of the initial 
impacts of deregulation, particularly from a social and emotional perspective. 
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4.4 Analysis plan 
Data collected from each stage of the research was analysed using the basic principles of 
the 'concept book' approach outlined by Mostyn ( 1 985) . The concept book approach is a 
method of both collecting and analysing qualitative data or open-ended data. The first five 
steps of the 1 3  step 'recipe' (p. 1 33) are about becoming familiar with a research problem, 
developing hypotheses and interviewing. Mostyn's ( 1 985) approach to data analysis, from 
step six, is outlined below. 
o Immersion - this stage involves the researcher becoming immersed in the data, while 
being 'sensitive to new ideas and relationships, as well as patterns' (p. 1 36) 
o Categorising - categories are selected in which to organise the analysis. Each concept, 
idea or pattern is given a label to be used as a code. 
o Incubation - the concept book is set aside for a couple of days 
o Synthesis - identifying emergent patterns, relationships, dominant themes or key 
concepts. 
o Culling - condensing and 'reinterpreting the data so that it can be written up as 
meaningful communication' (p. 1 38) . 
o Interpretation - 'what is the meaning of this' is the question to be asked. It involves 
standing back from the problem, gaining new perspectives, exploring relationships and 
really understanding what the data is saying and the context in which it is said. 
o Writing and rethinking are the final two steps in the process of qualitative data analysis. 
(Mostyn 1 985) 
The approach based on these principles has been condensed into three steps to describe the 
process undertaken in analysing the data collected for this research. 
4.4. 1 Step one - Retrieving concepts, themes and ideas from raw interview 
transcripts 
Reference numbers were used as a way of organising transcripts and raw data for data 
management. Each interview transcript was assigned a number which appears first in the 
reference code. The first stage of data analysis involved reading through the interview 
transcripts and for each relevant concept, idea or theme a number was placed on the original 
transcript and a corresponding number was recorded along with the idea (paraphrase or 
quotation) in the concept book (second number in the reference code) . If warranted an 
additional comment or clarification was made in an adjacent column. Below (Figure 4.4) is 
an example of the layout used. More detailed examples of the concept book approach and 
theme definitions are presented in Appendices VI and VII. 
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Figure 4.4 Concept Book version 1 
Transcript 
number ----
Ref no. Concepts, Themes and 
Ideas 
1 . 1  
1 .2 
-..1 .3 
1 .4 
� 
\ 
Concept/idea number 
4.4.2 Step two - Grouping of key themes and issues 
CHAPTER 4 
My additional comments 
or clarification 
Step two of the data analysis involved grouping of each point identified in the first stage 
into one or more theme, concept or issue. The example below demonstrates the system 
used for the farm adviser interviews in which there were ten issues identified in the initial 
analysis . Coloured dots were placed beside each point, corresponding to the areas in which 
they most closely fit. For data collection Stage three, the data was also grouped into 
sub-groups of extension officers to allow the groups to be compared. 
D Role 
D Changing role as the industry deregulates 
Ill Changing need of farmers 
D Barriers to change at farmer level 
II Barriers to change at extension officer level 
II Relationship between farmers and extension officers 
Relationship between farmers and processors 
II Extension officers role in the relationship between the farmer and their processor. 
Future structure of the farm advisory/extension service (changing relationships 
between groups of advisers, how the future is viewed by each group) 
W Future of cross processor collaboration 
The same themeing process was used for each data collection stage where colours were used 
to group points into manageable concepts that could then continue to be interpreted. 
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4.4.3 Step three - Summary of key themes and issues 
The concept points, which were grouped under headings in step two, were summarised and 
initial interpretations recorded during this step. The format of the second version of the 
concept book was therefore a topic heading with a collection of direct quotes, summary 
sentences of interviewee perceptions, and interpretive comments asking questions such as, 
What is actually being said?, What is the context in which this comment was made?, and 
Why did the interviewee make this comment or feel this way? 
4.4.4 Step four - Final interpretation 
Qualitative interviewing produces a large amount of data with a very diverse range of issues 
raised within small samples . This step involved the selection of the most relevant and 
potentially useful concepts for final interpretation, and setting aside ideas that didn't provide 
insights into answering the research questions. Because the way people view their world 
is very complex, engaging people in conversations about themselves and how they view 
their world, will only provide insight into a small part of that person's world at a particular 
point in time. Consideration of the environment and context in which the interviews were 
conducted is essential in the interpretation of qualitative data. The key question to be 
asked in interpretation therefore is ,  What is the meaning of this? It requires standing back 
from the problem and exploring contradictions and relationships (Mostyn 1 985) . 
4 .5  Conclusions 
The presentation of the research data and its interpretation is built around the structure of 
the dairy-food chain.  Insights which go toward answering the research questions, emerge 
throughout Chapters 5, 6, 7 and 8. Chapter 5 explores the roles and relationships of 
retailers and processors within the Queensland dairy industry, drawing conclusions on the 
implications of the behaviour and relationships within the marketplace on farm business 
management. In doing so it draws mainly on Stage two and three data; however, the 
interpretations are influenced by data from all stages of the research. In examining 
the processor/farm business relationship, Chapters 6 and 7 combine the perspectives of 
individuals from each data collection stage, with consideration of the environment in which 
the interviews were conducted. Chapter 8 draws on the interpretations made in Chapters 
5 ,6 and 7, and presents a view of the industry, deregulation and farm business management 
from the dairy farmers' perspective (data collection Stages One and Four) . The final 
chapter examines the insights from each chapter making final interpretations and drawing 
conclusions on each of the research questions. 
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DAIRY-FOOD CHAIN STRUCTURE AND DEREGULATION Of THE 
MARKETPLACE: RETAIL AND PROCESSOR STRATEGIES AND 
RELATIONSHIP DEVELOPMENT 
5 . 1  Introduction 
This chapter begins an examination the dairy-food chain structures of south east 
Queensland and describes the implications of post farm gate deregulation from the 
perspectives of retailers and processors. In doing so, it documents how the nature of 
the product and the regulated operating environment influenced retailer and processor 
strategies. It also discusses the changing retailer/processor relationship and future directions 
in a deregulated environment, as perceived by Queensland retailers and processors. This 
chapter presents evidence building toward answering research question one and the first 
part of question three: 
Research Question 1 .  What was the nature of the environment and relationships in the 
Queensland dairy industry prior to deregulation? 
Research Question 3.  What implications did deregulation have on dairy-food chain 
structures and relationships? 
Unless otherwise stated the sector and the products being discussed are the market milk 
sector, fresh liquid milk products and relationships based on the trading of this product 
category. 
The interviews which form the basis of the data presented in this chapter were conducted 
during 1 999 (described in section 4.3.2) . At that time the retail and processing businesses 
were adjusting to post farm gate deregulation and were preparing for farm gate deregulation. 
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Because of the newly competitive environment, interviewees were guarded about strategies 
and many comments were general in nature. Nevertheless, analysis of the data reveals 
differences and similarities in strategies that are valuable in understanding the industry, and 
existing and developing relationships. 
5 .2 Nature of the operating environment 
The Queensland industry and the state government in 1 993, determined that Queensland 
would be the last state to deregulate post farm gate in January 1 999.  This gave the 
Queensland industry the longest preparation time and the ability to compensate the 
restructuring of the distribution sector. However it also meant that Queensland processors 
and retailers were operating in a restricted environment, where their counterparts in states 
such as Western Australia and Victoria had been negotiating marketplace relationships for 
a number of years. The major retailers and processors of Queensland would have been 
experienced in many respects due to their operations in other states. Even though this 
experience would have aided in establishing relationships after farm gate deregulation in 
Queensland, the costs of establishing initial relationships would still have been substantial. 
5 .2 . 1 The perceived nature of the operating environment 
Among the interviewees from the retail and processing sector of the Queensland dairy 
industry there was a general opinion that regulations (including federal, but particularly 
state regulations) had restricted innovation in areas of product development, service 
provision and relationship development. According to some retailers and processors 
interviewed, in the past there was little focus on meeting customer needs or changing 
consumer demands and there was little focus on negotiating relationships. 
'Within the milk product environment, I think there has been very little product 
innovation and there has been a very, very large lag, between what the customer wants and 
what the dairy industry is prepared to provide' (Retailer a 1 999) . 
'We have got as a result of a very regulated industry, some mindsets and paradigms that are 
very unusual, ie. that milk has to be delivered in the morning, that milk has to be delivered 
every day. What processors have done, they have established their business to cater for the 
needs of the original milk delivery guy who used to deliver with the horse and cart. Most of 
our business occurs between 3 and 5 o'clock, that's when we need to have our milk cabinets 
full, not 8 am in the morning' (Retailer a 1 999) . 
The general conclusion that may be drawn from the comments made about the restrictions 
imposed on supply relationships in a regulated environment, was that deregulation would 
have a positive impact on product development and efficiency in delivery and service 
throughout the chain. 
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In relation to moving from a regulated to a deregulated environment, processors discussed 
not only the need to take advantage of opportunities to be innovative in product 
development and branding, but also in the way they provide service to their customers and 
the shape of future relationships. Broadly speaking processors and retailers recognised the 
opportunities afforded by a deregulated environment and viewed the removal of price and 
supply regulations as favourable in terms of improving development in the dairy sector, in 
relation to meeting changing consumer demands and in terms of the competitiveness of 
their individual businesses. 
'We have to take a completely different approach to the marketplace to what traditionally 
has been done in a regulated market, because there has been a high degree of complacency. 
A monopolistic marketplace and all it does is breed complacency, but we believe there are 
still a lot of opportunities out there ' (Processor a 1 999) . 
The new focus for processors in a deregulated market will be on 'customer service and 
product innovation, retailers and national relationships, and route trade and logistics. We 
need to spend more, we need to work smarter, we need to work better than we have in 
the past' (Langdon 1 999a) .  
While retailers interviewed were expressing the benefits of  deregulation, with the anticipated 
ability to increase their margins, some were presenting concerns on some of the negative 
impacts of post and pre farm gate deregulation. 
'The retailers are making a killing and the farmers are really struggling. So the consumer 
loses, and the dairy farmer loses and the two in the middle, the processor and the retailer 
win' (Retailer b 1 999) . 
The operating environment under the regulated industry established a set of paradigms 
about the way things operate that could be expected to influence the strategies of businesses 
and relationship development in the future competitive environment. The paradigms of 
both processors and retailers in terms of product, service and relationships were questioned 
in this newly competitive environment. The transition to a deregulated environment 
tended to put the major retailers in a position of power, challenging processors and retailers 
to negotiate the distribution of power in relationships. The challenge for processors was two 
fold. They needed to maintain their ground relative to the supermarkets and to be able to 
negotiate beneficial relationships for their business and their shareholders. In cooperatives 
where shareholders are suppliers and because of the dependency of the production sector on 
the processor's success (whether a cooperative or a proprietary company) in the marketplace, 
these retailer/processor relationships had direct implications on dairy farm businesses. 
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5 .2.2 The nature of the product 
Discussion on the nature of the product within dairy-food chains is dependent upon what 
part of the chain is being examined. For the processor, the raw milk that they purchase 
from farm suppliers is a commodity (the implications of which will be further discussed 
in chapter 6 in the examination of processor/farm business relationships) . Unless milk 
produced on farm has a characteristic that cannot be manipulated cost effectively at the 
processing level, all milk from farms will remain a raw input with the characteristics of 
a commodity. Depending on the product raw milk is processed into, it can be what is 
classed as a 'commodity product' or as a value added product at the processing or retail 
level through product development, branding and service. Bulk exported products such as 
skim milk powder (SMP) and butter are sold within commodity markets at world market 
prices. Short shelf life and specialty manufactured products sold both internationally and 
on domestic markets receive prices that establish the products in value added markets. 
Market milk regulations in each state established bottled fresh milk as a premium priced 
product at the farm gate but restricted margins (and therefore innovation in product and 
marketing) at the processing and retail levels. This meant that at the farm gate milk had 
been perceived as higher in value while at processing and retail levels restricted margins has 
established bottled milk as a commodity. The traditional mindsets that are a legacy of this 
regulation have created misunderstanding, mostly within the farming sector, as to the nature 
of fresh liquid milk within dairy-food chains. 
Both processors and retailers discussed the nature of milk and dairy products throughout 
the chain. Both considered fresh bottled milk to be a commodity. It is a product of 
standard quality and taste. The characteristics of bottled milk which position the product as 
a commodity are its substitutability (O'Keeffe 1 999) , and the necessity to establish contracts 
based on price. According to O'Keeffe ( 1 999) , this means that relationships will remain 
arms length and leave little room for product branding. 
'We are dealing with a commodity. So a lot of our philosophies in this business (it isn't just 
us, it's everyone) , is to try and get some of the cost out of your business. And purchasing 
is obviously one of those. Cost pressure is important. The flip side of that is the way 
we produce and the way in which we brand products . . .  A marketing driven approach' 
(Processor d 1 999). 
Adding to the commodity nature of bottled fresh milk is its low level of processing and 
the consequent ability of businesses to establish processing operations fairly easily. This 
is clearly evident in the number of new milk bottling facilities opened since industry 
deregulation. 
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'It is just a case of milk the cows, pasteurise it, put it in a bottle and take it to town and 
you've got a market for it' (Producer/processor a 1 999) . 
The commodity nature of milk will also influence future product development. The areas 
of innovation in bottled whole white milk are limited; however, opportunities exist in 
modified milks, UHT technology and milks that offer special characteristics such as organic 
production. 
'There is a huge proliferation of modified milk brands, plus value added milks such 
as vitamin-added and/or calcium-added. These types of milks are the future means to 
increasing demand. Modified milks particularly offer great potential, based on their 
lifestyle benefits' (Walsh (Coles national manager for dairy merchandising) , cited in 
Ogilvie 2000, p. 1 1 ) .  
By comparison, the consumption of white milk i s  static. This i s  another reason why the 
price received for the product at all levels in the chain will tend to go down rather than up 
(another characteristic of a commodity) . 
Following post farm gate deregulation, there was much greater competition between 
processors for market share, with the range of products available to consumers increasing 
because retailers were able to stock different processors' milk and processors utilised their 
expanded ability to introduce new products. 
With manufactured products and ingredients, the dairy industry has the potential to adapt 
well to the changing demands in terms of consumer product choices in supermarkets and 
customer requirements in old and emerging markets, shifting emphasis from commodity 
products to value added products. Market trends open many opportunities for dairy 
companies to innovate in product development and to develop relationships with customers 
and suppliers to improve their approach to the marketplace. 
The logical extension of these ideas and a view held by processors, was that if it hasn't 
already done so, a processor will need to shift its emphasis from 'market milk' (bottled 
fresh milk) to innovate in other products, developing markets for short shelf life and long 
life manufactured products. Dairy Farmers publicly highlighted this as one of their central 
strategies and a natural progression for the cooperative to make. Pauls Limited on the other 
hand maintained an emphasis on competing in fresh milk and short shelf life products, and 
on continuing development in this line of product. 
The product mix strategies adopted by the processors in response to their perceptions of 
market signals, shaped their relationship development with customers (discussed in the 
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following sections of this chapter) and their supply arrangements with dairy farm businesses 
in a deregulated industry. These aspects will be explored in detail in Chapter 6 and 7. 
5 .3  Sector strategies 
5 .3 . 1 Retail sector strategies 
Post farm gate deregulation opened up significant areas of opportunity for retailers in terms 
of increasing their margins in the fresh dairy product category. It gave them the ability to 
treat the retailing of the product differently, to establish their own brands and to develop a 
different set of relationships with their suppliers; strategies which were clearly evidenced by 
comments made by retailers during interviews. 
The first changes made by supermarket chains after post farm gate deregulation were to 
increase the shelf space allocated to bottled milk to accommodate additional processor 
brands and their own 'house' brands, and to rethink the positioning of milk products in 
their stores (McMaster 1 999) . 
'The regulations were very, very restrictive. I mean it's absolutely crazy, under regulations 
there was no branding incentive within Queensland' (Retailer a 1 999) . 
& discussed in the previous section, bottled whole white milk was viewed by the retail 
sector as a commodity product. Product innovation is assumed to be concentrated more 
on packaging and display, allowing supermarkets to establish their own brands in standard 
bottled milk products. This was a trend that was occurring in many products of a generic 
nature, and Australian retailers were following the trends set by international retailers in 
'own' or 'house' brands (Hughes 1 996) . 
'Trends in the retail sector are for greater control through the management of their supply 
chains, including the use where acceptable to consumers, of generic or house brands' 
(ADFF 1 999) . 
'Long-term [in the] dairy case, I can see potentially there will probably be only one brand 
in every supermarket of milk and it would be the corporate brand of whole white milk' 
(Retailer a 1 999) . 
'The duplication of products whose only difference is label design is in no one's interest' 
(Dunn 1999, p. 46) . 
Retail house brand products are generally marketed as 'savings' or bargain brands, but have 
the retailer's guarantee of quality. The reasons identified by an interviewee for developing 
supermarket house brands are interesting; 
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'One of the problems retailers are facing is far too much customer switching and retailers 
are trying to find ways to keep a loyal customer base. A way of attacking that is 
establishing a brand that people trust, to deliver to them all of the attributes that they 
would expect of a market leading brand, although not at the same price'. 'In terms of 
milk it's rather interesting because there isn't a lot of scope for a generic product. There 
is no difference between a Malanda milk and a Pauls milk, in the wholemilk category' 
(Retailer a 1 999) .  
Based on the views of retailers and processors i t  appeared that the strategies adopted 
and the changes made in retailer's businesses would influence the shape of relationships 
that they developed with processor suppliers in the deregulated market and in some cases 
whether partnerships could be formed. The commodity nature of the product placed 
some restrictions of the direction that relationships could move and the most appropriate 
strategies for dairy-food chains to adopt. 
The strategies associated with the distribution of product from processing facilities to retail 
outlets was one area that was being examined and challenged. Milk has a high turnover rate 
and according to one retailer 'is far too cumbersome to be warehoused' (Retailer a 1 999) . 
'Not only is it the cost of buying stock that is critical to supermarkets, it's the cost of 
handling the stock and all of that, that is critical to us' (Retailer a 1 999) . 
Regardless, warehousing or control over the distribution to retail outlets was a strategy 
adopted by Woolworths in New South Wales after post farm gate deregulation. The move 
to extend their control over a greater proportion of the supply chain, therefore capturing 
more profits, generated criticism from some processors, who were of the opinion that 
warehousing milk by retailers was neither economical or practical (Processor b 1 999) . This 
point will be discussed further in section 5 .4 on retail/processor relationships. 
5 .3 .2  Processor sector strategies 
The regulated environment restricted Queensland processors' approach to product 
innovation in a number of ways. Any innovation in branding products has costs associated 
with research, development and promotion. However, because the price that processors 
could charge their customers was pre-set they were restricted in their ability to recover 
those costs from the market (Shoebridge 1 999) . Furthermore, because processor markets 
were protected by franchise regions, there was a lack of competitive pressure which drives 
businesses in unregulated industries to innovate. 
'There hasn't been a whole lot done on packaging of milk. I haven't seen a whole lot 
other than the three litre bottle. I mean it all looks the same . . .  hopefully we will see some 
dramatic changes in that area' (Retailer a 1 999) . 
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In response to retail and consumer expectations and to establish their position in the 
competitive environment processors extended the distribution of their branded products 
into most areas at post farm gate deregulation, with implications for future strategies in 
product innovation and servicing. 
'The future is full of opportunities where marketers will not be held back as they may have 
been in the past because the marketplace was regulated' (Tooth 1 998, p. 44) . 
'My own personal feeling is that the marketplace is going to become much more 
competitive and we probably are going to have to broaden our range to remain viable' 
(Processor e 1 999) . 
'Niche markets are where the bigger margins are and with the decline in export markets 
and support coming off the export market and with world prices falling at the moment, 
then the local market is really going to hot up' (Processor e 1 999) . 
Deregulation allows processors to operate nationally and to establish national brands and 
national relationships with retailers. It also opens the market to new entrants in regional 
and local markets with the opportunity for producers to expand their business vertically by 
processing or manufacturing their own product. 
Key strategies of these smaller processing and manufacturing operations have been to 
concentrate on niche markets. An important feature has been their ability to differentiate 
their product from the major brands. Organic milk, Jersey milk or local milk are all 
focussed on brand management. Each of the small processors establishing their businesses 
after deregulation has taken opportunities to provide consumers with something new and 
different. Taking advantage of the local trade has meant forming supply relationships 
with convenience stores and food outlets in local regions (the traditional route trade of 
major processors) . The other approach taken by some is to concentrate on supplying the 
supermarkets, regionally or wider, in a niche product category. 
5.4 Retail/processor relationship development issues 
Relationship development in a competitive environment will be influenced by the existing 
relationships established in a regulated environment, the nature of the dairy product 
throughout the chain and the strategies being adopted by individual companies to position 
themselves in a competitive environment. 
'In the past retailers haven't had a choice, until deregulation, they have just had to accept 
whoever the local processor was. So that didn't give them the opportunity to develop any 
brand of their own, or the opportunity to develop up any marketing relationship where 
you could do joint advertising' (Processor b 1 999) . 
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'Relationships, it's all about developing a strategy together, it's about trying to take them 
into your confidence if you like, about what your strategies are for developing products and 
so on, and trying to identify products that they find as attractive. Those things just didn't 
happen before' (Processor a 1 999) . 
'We do a lot of market research and it's a matter of passing on that information to the 
retailer so they can leverage that in the way they merchandise products, the way they 
position them, the way they sell them. So we have to work very closely with the retailer to 
make sure those skills are extended to the retailer so that they can maximise opportunities. 
So that's why I'm saying it's more of a partnership as opposed to a supplier arrangement 
historically' (Processor a 1 999) . 
'There is more to a partnership than straight supply. It's a business partnership. We're 
evolving that relationship and evolving the way we meet, the way we work with each other, 
in leveraging that situation' (Processor a 1 999) . 
The above series of quotes highlight a number of areas that processors are focussing on 
in the new environment:-
o Product innovation with a clear focus on customer needs; 
o Sharing of information and greater communication; 
o Joint investment in marketing; and 
o Their role as chain coordinator, with a focus on the importance of developing good 
relationships. 
There are some general principles of relationship development that the major supermarkets 
have publicly advocated and are important for those supplying them to understand. 
The large supermarket chains have publicly available statements on how they would 
like to develop future relationships with their suppliers. These are broad supply chain 
orientated goals which have many similarities to the processor's comments on relationship 
development. The Coles website (www.colesonline.com.au) for example clearly outlines the 
nature of the relationships that they attempt to foster with their suppliers. Their approach 
is do cum en ted below. 
Coles believes that its overall success is linked to its trading relationships with suppliers 
and in order to achieve closer working relationships the company uses a framework which 
formalises the responsibilities and expectations. This approach is used to encourage open 
communication channels. The negotiations focus on mutual benefit to each party, and 
require information sharing, planning and a supply chain management focus on best 
practice in logistics and relationship management. The goal is to have relationships that 
are built on common values of integrity, ethics and trust. Coles requires suppliers to show 
commitment to customer service, innovation and continuous improvement, quality, cost 
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control and compliance with statutory requirements. Suppliers can achieve these through 
dedicating resources to long-term support, research and development, and quick and 
positive response to the customers' needs. Mutually agreed key performance indicators are 
used to monitor and evaluate relationships (Coles 2000) . 
In achieving successful relationships retailers have had a clear focus on working with their 
suppliers on developing relationships to meet their supply demands and ultimately the 
consumers changing demands. 
Woolworths approach to evaluating their suppliers is their 'Trading Partner Program' which 
is a method they use to provide 'constructive feedback on our combined performances' and 
to improve communication, develop benchmarks, and work more closely with suppliers 
(Woolworths 2000) . The program involves the use of a scoring system on suppliers' 
performance in the areas of:-
a Buying and Marketing Business Teams; 
a Supply Chain; 
a Data Integrity; 
a Finance; 
a Store Service; 
a Customer Complaints; and 
a Product Withdrawals and Recalls. 
(Woolworths 2000) 
Given the position and strength of supermarkets in the marketplace, their definition of 
preferred relationship characteristics could be assumed to be developed from a position of 
power. The scoring system used by Woolworths to assess their suppliers is a clear example 
of the power they can exercise. 
There was little difference in the stated goals of the processors and retailers in establishment 
of relationships. But that wasn't necessarily the way the relationships were operating in 
the short-term volatility following industry deregulation. Supermarkets used their market 
power to dictate the terms of relationships, in an environment of fierce competition 
between processors, who were establishing their companies in the newly competitive 
environment. 
The data suggests that despite the rhetoric used by some interviewees, processors and 
retailers were making some strategic decisions with minimal negotiations within dairy-food 
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chain relationships and were on a learning curve in order to manage negotiations for the 
newly deregulated fresh milk sector. 
'Somebody once said to me, the retailer's one purpose is to get a supplier's goods to a 
customer. So long as the supply is there and the price is right, it doesn't matter where it 
comes from' (Retailer a 1 999) .  
'National Foods, i t  will be  interesting to see what they come up  with, in  the way they 
consider they will deliver milk, because I think they have the opportunity, having started 
a-fresh in Queensland anyway, to come up with a different way of packaging milk. So if 
National Foods comes up with a more cost efficient way of us dealing with milk, then we 
will probably move to them' (Retailer a 1 999) . 
'Probably the supermarkets are reasonably difficult to deal with. But it's a reasonable 
relationship. I don't think our relationship is any better or any worse than any other dairy 
manufacturer with rhe chains. The chains are jusr very hard nosed people to do business 
with, and you just have to get in there and get the best deal you can for your company and 
that goes for everyone who deals with them' (Processor e 1 999) . 
From the interviews and secondary data sources it appears that the key areas of negotiation 
for future relationships and areas that have and will undergo significant change will be:-
o Branding and brand management; 
o The nature of supply contracts (national vs regional) ; 
o The role of distributors in the retail/ processor relationship; and 
o Quality assurance. 
5 .4 . 1  Branding and brand management 
Brand investment drives business to improve coordination in the chain. The company that 
owns the brand, whether they are a retailer, a processor or a producer, has an incentive to 
lead relationship development and to have control over the attributes that make that brand 
valuable. Essentially those attributes are designed to meet consumer demands, and chain 
relationships will also be driven by this (O'Keeffe 1999) . This raises some interesting points 
when looking at recent movements in retailer house label branding, processors' promotional 
campaigns and the recent introduction of on-farm processed milk brands. 
For commodity products such as whole white milk and in particular house brands, for 
retailers having one supplier for the entire business is practical and potentially more 
efficiently managed. House brands have played a key role in establishing new supply 
relationships between processors and retailers. The key aspects of those contracts are price, 
reliability, and guaranteed quality in order to maintain the integrity of the retailer's brand. 
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'Woolies and Coles are pushing their house brands more vigorously because they have 
greater control over the price, enjoy wider margins, and therefore will give them more 
space than processors' proprietary brands' (Westfield 2000, p. 23) . 
'I think retailers will certainly choose a partner in business, more than what they've done in 
the past. And this is because of the way in which the retailers have viewed an opportunity 
to establish a house brand for their business. So if a processor gains one of those tenders 
it means they develop some sort of relationship with the retailer, at a reasonably close 
level' (Processor d 1 999) . 
With deregulation of the marketplace and the associated freeing up of retail pricing, the 
price differential between retail house brands and processor brands has increased. This has 
increased the proportion of milk sold under retailer brands through supermarkets (ACCC 
200 1 a) , increasing the significance for processors in gaining the tenders to supply this milk. 
For processors, although the profit per unit is less, there is the potential to increase their 
sales volume greatly, given deregulated pricing and retailer marketing. 
The tendering process for these house brand contracts has been highly publicised with 
mixed reactions from various sectors. Some have argued that the low prices established for 
these contracts were forcing down farm gate prices. 
'All processors and supermarkets have a responsibility to have some regard for the effects 
of their corporate decisions on farm families and dairy communities. Any reduction in 
processor margins is likely to have a flow-on effect on every litre of milk' (Rowley 2000b, 
p. 44) . 
'Milk processors are having an all-out war, bidding each other down with farmers' 
money . . .  Just weeks after Woolworths dropped its home brand price by 27 to 30 cents per 
litre - leading the retail price of all milk down - Queensland farmers are now asked to 
sacrifice another 4-5 cents' (Rowley 2000c, p. 5) .  
The views expressed by processor interviewees have also been mixed, with some processors 
believing these contracts to be of less significance than others. 
House brand contracts 'will come and go and depend on pricing . . .  depends on who 
gained a particular house brand bit of business for whatever period of time' (Processor 
d 1 999) . 
'Currently what is happening is the house brand business is being pretty hotly contested. 
The competition will become even more intense. It will depend on how low you want to 
go to buy the business. We view contracts as nice to have but not necessary at all costs. We 
prefer to develop our business on our branded products' (Processor d 1 999) .  
Experience to date with house brands shows that i t  i s  relatively easy for retailers to re-tender 
contracts and to swap processors supplying that product, causing processors to compete 
heavily on price. This outcome of post farm gate deregulation was predicted by the 
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Queensland Dairy Legislative Review Committee ( 1 998) who concluded that it would be 
competition among processors that would be a fundamental driver in establishing prices. 
The ACCC (200 1 a) confirmed this prediction in their review of the impacts of farm 
gate deregulation. Post farm gate deregulation lead to what appeared to be short-term 
adversarial relationships between processors and retail supermarkets. It also indicated that 
retailers had the controlling hand in relationships with processors, because of the level 
of competition between processors and the nature of the products on which they were 
competing. 
'Marketing people tell you price is a significant part of a product. I think this is true 
up until you have a commodity group such as milk. And I think what deregulation has 
brought about is the opportunity for processors to value add and that's where price will 
become significant' (Retailer a 1 999) . 
In the short-term it appeared that processors needed to offer low prices to gain the 
contracts. Some processors have indicated that they will have to develop strength in other 
aspects of the relationship in order to develop sustainable relationships. 
'We had the view that logistics was going to be a key point. We didn't want to have the 
competition on price; we wanted to have competition on the basis of everything else but. 
So things like marketing, having good brands available, having the distribution systems' 
(Processor b 1 999) . 
While relationships based on easily replicated products and a brand owned by the customer 
have proven to be more easily broken or transferable between suppliers, suppliers have the 
potential to use those house brand contracts as a means to developing closer relationships. 
Supply chain theory suggests (Fearne 1 998) that if suppliers build into those contracts 
aspects of innovative service, improved communication strategies and trust in the product 
and the company, that cannot be easily replicated, the contracts are then less transferable 
and the dependency of each party on the relationship grows. 
5 .4.2 The nature of supply contracts (national vs regional) 
Among retailers and processors there were different philosophies and approaches to future 
relationship development. Some were looking at national brands and national supply 
while others were looking to maintain networks of supply at a regional level. This has 
major implications for retailers, processors and producers in developing and maintaining 
relationships within their chain. 
'No doubt in the not too distant future they (supermarkets) will be looking at national 
supply contracts, because effectively at the moment we have different prices in every state, 
different products, different brands, which is a major problem for retailers, because the 
number of products they have to manage on their business systems is absolutely huge' 
(Processor a 1 999) . 
97 
RETAIL AND PROCESSOR STRATEGIES AND RELATIONSHIPS 
For processors, moving to national branding would reduce costs in terms of packaging 
and labelling, and in particular marketing. It would also allow the purchasing of milk 
from the most cost effective regions and coordination of distribution to fill demand, cost 
efficiently. 
'We are very much about trying to get our head around acting and behaving like a national 
business' (Processor d 1 999) . 
'To have a national company, with national brands is pretty important to them 
(supermarket chains), as opposed to the regional brands, which is the case in point right 
now' (Processor b 1 999) . 
Although the major processors, operating on a national basis, were clearly focussed on 
developing national supply relationships with the supermarket chains, retailers appeared 
open to establishing a range of relationships. 
Supermarkets are open to 'relationships with all processors - because we don't have any 
particular alliance or relationship that is more highly regarded than others' (Walsh (Coles 
national manager for dairy merchandising) , cited in Ogilvie 2000, p. 1 1 ) .  
'We welcome approaches from any manufacturer, farmer, importer, o r  other supplier 
interested in having their product ranges in our stores. We are not just there for the 
big players. Our business structure allows us to enter into flexible supply arrangements 
whether you want to distribute your product nationally, state-wide, or only in a single 
supermarket' (Woolworths 2000) . 
It is clear from these comments that the onus for investment in relationship development 
is on the supplying company. There is also a distinction between the suppliers of retail 
house brands and processor brands, indicating that retailers manage relationships with the 
suppliers of their brands differently to suppliers of other branded products. 
While the large processors within the dairy-food chains are trying to develop relationships 
which improve their competitive advantage, retailers have the power in the chain to remove 
some of that advantage, particularly that based on size or location, by encouraging product 
supply from all businesses. This move is consumer orientated, allowing their retail outlets 
to have the widest product choice for their customers. The flexibility of the major retailers 
to coordinate both national supply contracts and regional or one store contracts with 
suppliers, provides significant opportunities for processors of all sizes to exist and remain 
profitable in the dairy industry. 
In the long term, consistent with trends in other industries, consolidation will continue 
with the larger processors taking over the smaller successful companies. A recent example is 
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the move by National Foods to take over King Island Company in January 2002 (National 
Foods Limited 2002) . 
5 .4 3 The role of distributors 
Beyond the major supermarket chains, milk is probably the most widely distributed grocery 
item. In the 'route trade' (which includes general stores, bakeries, service stations, green 
grocers and other food outlets) and milk home deliveries, the face of the processor is 
most often the distributor. The relationships with smaller retail and customer groups 
have operated differently to processor relationships with major supermarket chains. The 
distributor or vendor, whether franchised to the factory or independently owned is a key 
link in these relationships. 
'The relationship in packaged milk was really with the local vendor, it really wasn't much 
deeper than that, and I don't think that relationship has changed' (Processor a 1 999) . 
'We have a good relationship with (distributor), and we are very, very keen to continue 
that relationship and that's one of the reasons we go 1 00% with (processor) ' (Retailer 
b 1 999) . 
These comments demonstrate the importance for processors in having good relationships 
with distributors as a key link in the supply chain, in servicing their customers. The 
distributors' relationship with their customers could make or break sales and customer 
relationships for the processor. However the distributor's business also depends on having 
good relationships with their customers (the retailers) and their suppliers (the processor) . 
They need a good price, consistency of supply, guaranteed quality and reliability, just as 
the retailers do. 
One processor discussed their 'philosophical approach, that we want our distributors, as we 
do our suppliers, to be viable and the way we do that is making sure that we can offer them 
a lower price than our competitors. Because they deliver what we require, we reward them 
accordingly. That's the way we see successful relationships working' (Processor a 1 999) . 
'We brought all the distributors in and their employees and trained them with our people'. 
The goal was to get a 'completely consistent approach to the marketplace' (Processor a 
1 999). 
'There is a lot of sharing to be done in the process. Sharing of information from both 
sides. They have got to provide us with all the information we need to understand how 
we can help them and by the same token they need to understand where we are going' 
(Processor a 1 999) . 
We 'have very strong relationships with our distributors and because we have them 
on franchise agreements . . .  very legal relationship and one which benefits both parties' 
(Processor d 1 999) . 
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The data suggest that processors have encouraged their distributors to have a focus on 
customer service and some processors have invested time and resources into developing 
the skills and knowledge of their distributors. This is a positive strategy in relationship 
development in a deregulated environment, where the focus is on providing customer 
service through professional relationships with suppliers and customers. 
5 .4 .4 Quality assurance 
One aspect of the future business environment that was not raised during interviews with 
processors and retailers was quality assurance at the processing and retail level. Although 
quality assurance at the farm level was a topic of public debate at the time the interviews 
were conducted, quality assurance at the processing and retail levels was not a key concern 
for the managers interviewed for this research. The concentration of processor/retailer 
relationships was on price, logistics, and brands; quality assurance was an issue in the 
processor/farm business relationship. This is possibly because quality assurance of fresh 
food processing industries in Australia has always been strong and this has already been 
incorporated into the business of both processors and retailers. 
However the transition to a deregulated marketplace challenged some aspects of quality 
assurance for the processors and retailers. It could be expected that with processors 
expanding their distribution into new areas and increased competition on retail shelves, the 
management of stock and expiry dates would become more complicated. 
Quality and quality assurance may also be one area which can be focussed on by smaller 
and niche processors. Local milk may promise greater freshness due to locality and organic 
products promise their own different quality assurance. 
5. 5 Conclusions 
Supply chain theory stresses the importance of designing products and services that 
meet consumer demands and that these demands provide a continuous force driving 
business development, relationship development and supply chain development. In the 
regulated dairy industry consumers had limited choice in the traditional market milk sector. 
Increased competition between retailers and processors is exposing consumers to a greater 
variety and cheaper products, and a question I am sure the processors and retailers have 
been considering is how this will influence future consumer demands and in what directions 
this will drive the industry? 
Over the period of this research, processors and retailers were working out the best way to 
develop partnerships in a competitive environment. There appeared to be an underlying 
1 00 
CHAPTER 5 
assumption of power by the major retailers, while processors were trying to maintain their 
ground and to be able to negotiate beneficial relationships primarily for their business and 
indirectly, for their suppliers. 
With all states deregulated post farm gate, the major processors were beginning 
to consolidate their product processing, distribution and marketing costs and most 
significantly they were able to negotiate with supermarkets for national contracts. In doing 
so they were focussing heavily on communicating with retailers and were discussing the 
development of long-term relationships. A key aspect of this relationship development 
period was the development of strategies which were valued equally by processors and 
retailers . Both processors and retailers expressed difficulty in achieving this, with retailers 
clearly taking advantage of their position of power. 
All major retail chains and many convenience store chains had invested in house brand 
bottled milk during the period of this research and the supply of these products formed 
the basis of relationships with the national processing companies. This was one of the 
most important changes in the marketplace and one with a very large impact on the 
businesses of the major processors. These relationships between major retail supermarket 
chains and national processors were influenced by the power of the large companies and 
were concentrated on reducing transaction costs through negotiating price and volumes. 
The data established that having house brand contracts with retailers was valued differently 
by processors and can be related back to the differences in strategies between major retail 
chains and the national processors. 
While house brands have become a key part of the supermarkets' strategies for dairy 
products, probably just as important for supermarkets is ensuring customers have the range 
of products in other segments of the dairy market that they demand. The opportunities are 
therefore available for small processing and manufacturing companies and producers who 
are expanding their farm business into processing, to further develop their businesses. 
In the newly deregulated industry, Dairy Farmers Cooperative was under the greatest 
pressure in the Queensland industry. This pressure was in establishing relationships with 
supermarkets for state and nation wide and house brand contracts, establishing distribution 
in new route trade zones and as only the cooperative it was under pressure to 
establish farm gate prices (discussed in chapter 6) . When franchise areas were removed 
processors were competing heavily in the route trade in these areas. This required a 
different approach to relationships than that taken with the major supermarkets. It also 
meant greater competition between the major processors and smaller new processors, in 
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negotiating supply arrangements with a large number of small convenience store chains 
and independent businesses. Establishing an effective network with good relationships, 
based on aspects such as communication, trust, service, as well as price was essential in the 
approach to these relationships. 
The nature of the relationships between processors and their customers will shape a 
processor's relationship with farm businesses. The demands for product innovation and 
meeting changing consumer demands, along with providing reliable, consistent and quality 
service will determine the supply requirements of processors. These issues will be explored 
further in Chapter 6. 
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PROCESSOR/FARM BUSINESS RELATIONSHIPS : 
MILK SUPPLY AND FARM ADVISERS 
6. 1 Introduction 
There are three main links in the relationship between a processor and their raw milk 
suppliers. The first is the supply contract, which includes quantity, compositional and 
quality components of milk supply, along with timing of milk supply and adherence 
to planned production patterns. Additional, but increasingly important components are 
quality assurance of the milk production process and incorporation of costs involved in the 
transport of raw milk from farm business to factory. 
The second and third links, the farm advisory service and farmer boards, are the more 
personal communication links between farm businesses and the processing company. This 
chapter will examine the farm advisory service, while Chapter 7 will focus on farmer boards 
and future negotiation mechanisms in processor/ farm business relationships. 
The farm advisory service is employed and supported by the processors as a means of 
managing milk supply (in terms of quality, quantity and timing) , ensuring farm business 
practices meet quality assurance standards and ensuring suppliers remain viable in order 
to maintain milk supply for the factory. In this role farm advisers are involved in 
the communication of processor policy and decision making, through farm visits and 
presentations at supplier meetings and conferences, and business advice to suppliers on 
meeting processor requirements. For farmers the advisory service provides processor 
information on milk supply characteristics from which they make business decisions and for 
some farmers, advisers help in making practical decisions on the farm. 
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While discussing the first two major aspects of the processor/farm business relationship, 
this chapter will also assess the differences between cooperative processors and proprietary 
processing companies as they affect responses to industry deregulation. Their approach to 
the marketplace has been similar. The cooperative particularly stressed that for competitive 
reasons their approach could not have been different to the proprietary companies, 
regardless of their philosophical differences in running the business. Relationships between 
processors and farm businesses do, however, vary between cooperatives and proprietary 
companies. The establishment of supply arrangements after deregulation give clear 
examples of the differences in approach. Their approaches also varied because of the nature 
of each individual processor's product mix and other issues such as business structure and 
operating environment. 
This and the following chapter will draw on interviews with processors, farm advisers, 
farmers (some members of farmer boards) and industry organisations, in describing and 
critically analysing the evolving relationship between processors and farm businesses as the 
Queensland dairy industry has deregulated. 
6.2 Milk supply arrangements 
Until July 2000, milk supply arrangements for the purchase of raw milk from dairy farms 
in Queensland had a strong element of government control, with the supply of raw milk to 
the processor divided into two categories. Farmers' milk quota or entitlement was supplied 
at a regulated price, with base standards for quality and composition (although this was not 
always adhered to as processors can manipulate composition at the factory) . There was no 
flexibility for Queensland dairy farm businesses or processors to negotiate this milk supply, 
as entitlements and price were controlled by the legislative governing body, the Queensland 
Dairy Authority (QDA) . Manufactured milk was unregulated, allowing processors some 
flexibility in pricing based on composition, quality and supply timing. However the 
quota system locked farmers into supplying milk year round and processors into a business 
structure based on year round supply. 
If we assume that the structure of this historical relationship will influence future 
relationship development, it could be expected that not only the practical aspects of 
changing business management (for example, year round calving to seasonal) , but the 
mindsets and paradigms established under the old system (about the way milk can be 
produced and purchased) would shape relationships and the speed at which change 
occurred. Furthermore, for many farm businesses their individual relationship with their 
processor will be influenced by their business management practices and their ability or 
willingness to adapt their business to the new market environment. It could also be 
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expected that a processors' business characteristics and management will dictate the shape 
and degree of negotiations with suppliers and hence relationship development. These 
assumptions establish the framework for many arguments presented in chapters 6-9 . 
6.2. 1 Supply management and payment systems for a deregulated environment 
In preparing for deregulation at the farm gate, Queensland milk processors developed 
new supply management and milk payment systems to replace the regulated supply 
arrangements for market milk. This move signalled a great deal of change in the 
relationship between farm businesses and processors and between farmers supplying 
different processors. 
Pauls Limited essentially rolled their suppliers' existing regulated entitlement into their own 
quota based system, where each supplier held an amount of 'Pauls Daily Access', for which a 
premium above additional milk supplied was paid. Pauls Daily Access had an assigned value 
of $50/litre and was tradeable through an exchange managed by Pauls Limited. Farmers 
incurred penalties if supply did not reach access plus 20% in south east Queensland, or 
access plus 1 0% in Central Queensland. The combined total amount of Pauls Daily Access 
was equivalent to the processor's sales of liquid fresh milk in the Queensland market. This 
continued focus on the traditional premium for daily milk or 'market milk' was consistent 
with the nature of Pauls Limited's product mix which was concentrated in fresh milk and 
short shelf life products. 
'With the likes of Pauls, a guaranteed supply of milk to them every day of the year is a very 
crucial thing. It's pertinent to their business' (Pauls supplier 2000) . 
Dairy Farmers Cooperative, who had a milk supply base in Queensland, New South Wales, 
Victoria and South Australia and a much broader product mix from fresh milk to long 
life products, developed a supply management system which was appropriate to their broad 
supply base and the nature of their markets. The system was based on three tiers. The first 
tier was milk required daily and was managed at a regional level based on fresh milk sales. 
For this tier a higher price was paid based on a percentage system. The second tier was milk 
that was required year round with price and access averaged between regions. All additional 
milk fell into the third category and was classified as seasonal milk and was purchased at 
spot prices. Dairy Farmers in 2002 moved to a single price for all milk, varying between 
regions and with season. 
' It's only natural that Pauls would put some kind of contract system together, because 
they are a daily milk company. And Dairy Farmers is a manufacture milk company. We 
can't continue to be involved in daily milk forever, because it costs too much money in 
marketing and promotion to be there' (Dairy Farmers supplier 2000) . 
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While Pauls Limited maintained a continued emphasis on market milk, appropriate to their 
product mix, Dairy Farmers was discussing the reality of their business environment and 
the structure of their supply management and payment system to match this. The new 
focus in the processor/farm business relationship was on 'cost competitive, quality milk at 
the right time in the right location' (Langdon l 999a) .  This represented a major shift from 
the paradigms of the regulated system, where processors were required to collect and pay a 
premium to farmers for all their quota milk and where franchise regions allowed processors 
monopoly access and therefore higher returns on processed fresh products. 
'The focus is not going to continue on market milk, and if you go into a deregulation 
period still hanging onto the focus on market milk, then you are not adapting. And if you 
don't adapt you won't survive' (Langdon 1 999a) .  
National Foods i s  the third major processor operating in  the Queensland market; however, 
at the time this research was conducted, the company did not source any milk for 
its Queensland processing facilities directly from Queensland farmers. Comments from 
National Foods relating to milk supply arrangements were based on their establishment of 
supply agreements for manufacturing milk with Western Australian farmers. 
National Foods established supply contracts with individual farm businesses which focussed 
on synchronising supply with demand. The processor operates in the fresh milk and short 
shelf life product markets and pays producers a premium on milk supplied meeting contract 
specifications in terms of quality, quantity and timing. Milk pricing in contracts with 
Western Australian farmers was based on milk components rather than litres, although they 
had strict financial penalties for under and over supply of contracted amounts. 
'We have a huge advantage over our competitors, that we have a guaranteed supply and 
that we don't have more milk than what we can effectively put into value added products. 
Because if you have got too much milk it goes into commodities, the company loses 
money and the farmer loses money. It's pointless and that's why contracts are so important' 
(National Foods spokesperson, July 1 999) . 
6.2.2 Farmer perceptions of processor management decisions and strategies 
Queensland milk processors have adopted different management strategies to develop their 
relationships within dairy-food chains in a deregulated industry. These decisions have 
drawn both comment and criticism from the production sector. Farmers saw the traditional 
regulated system of market milk, and the quota system entitling farmers to share in the 
regulated premium, as one of the more positive steps that the industry had taken. 
'Being a controlled industry you've got stability. Quotas were a good thing. It was a closed 
industry for many years, which in my opinion was a good thing. Stopped outsiders coming 
in and taking market' (Pauls supplier 1 998) . 
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'We've had an industry that has been regulated and we've had a formula in there for a 
return of our costs, which we're going to lose. That's what frightens me' (Pauls supplier 
1 998).  
' If you get out of quotas you might as well shut the dairy' (Pauls supplier 1 998) .  
Farmers consistently highlighted the negative implications of deregulation, recognising their 
weak bargaining position. Their discussions often had an underlying concern that they had 
no say or power in their relationship with their processor. 
'Ultimately we are on the bottom of the ladder. If anyone had to wear the bad parts of it we 
were going to wear the most of it' (Pauls supplier 2000) . 
Farmer views on the different approaches of the two processors to their supply management 
systems reflect, to a significant degree, the mindsets established in the Queensland industry 
in relation to the way in which milk should be purchased and valued. 
'There are many farmers that don't understand the changes that are upon them. They are 
too tied up with their quotas and their loss of market access. South east Queensland is 
a really interesting region because farmers were allowed to hold more market entitlement 
than their processor could honour. Farmers actually owned, paid money for something 
they never had. It was stupid. And now they are getting hurt and blaming the cooperative' 
(Dairy Farmers supplier 2000) . 
Farmers were also developing their views on the best approach that the processors should 
have taken in their supply management and payment systems. This commonly involved 
discussion on the different philosophical position of the cooperative and proprietary 
processing companies in relation to the adoption of different supply management systems. 
A study conducted in 1 994 by McPherson (cited in Heilbron & Roberts 1 995) investigated 
the processor/farm business relationship in the Victorian industry. It concluded that 
farmers did not differ in their commitment levels to their processors, regardless of whether 
they were a cooperative or a proprietary company, but that suppliers of the cooperative 
were more satisfied with the relationship. In the Queensland industry during the process 
of deregulation this was not the case with satisfaction levels from all farmers decreasing but 
particularly strong dissatisfaction from some farmers supplying the cooperative. 
The majority of farmers interviewed viewed the Pauls supply management and payment 
system as better, 'fairer' and more sympathetic to the needs of farmer. Nevertheless it is 
important to remember that farmers saw the regulated quota system in the same light and 
the Pauls system was very similar. Most Pauls Limited suppliers interviewed were happy 
with the processor's approach to supply management because it retained some of the value 
of their quota, but more importantly there was very little change other than lower prices. 
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This contributed to making many Pauls Limited and Dairy Farmers suppliers believe that 
Pauls was doing the best thing by their farmers. Many comments from farmers on Pauls 
relationship with their suppliers were therefore positive. 
'Possibly I would say they have been a bit more sympathetic. I would say 'our' processor is 
fairly sympathetic toward us. I don't say all processors have been. I'd say ours has done as 
well as it possibly could' (Pauls supplier 2000) . 
'I think they have probably worked it fairly well, but I suppose it flies in the face of 
deregulation. You take away quota and give it another name and give it back at a lower 
price and the factory owns it. Have you gained much' (Pauls supplier 2000) . 
However not all farmers viewed the Pauls Limited system as a positive in terms of their farm 
business or the development of supply relationships. In many cases this depended on the 
farm business's reliance on quota. Those supplying Pauls Limited with high levels of quota 
benefited from the new system, whereas low quota holders would potentially have had more 
of an advantage moving to a percentage system similar to Dairy Farmers Cooperative. 
'I think it was a backward step. It's just something that was trying to hang on to the old 
entitlement system, which is gone and the sooner it is out of people's mind (it will never 
come back) , the better off everyone is going to be' (Pauls supplier 2000) . 
'I 'd just as soon as see the average price. It would have suited me better. And I think it 
would have put Pauls in a better position for tendering. At the present time with this 
Pauls Daily Access, they have committed themselves to an audit. They have said we can 
be audited and we will. On every bit of milk we sell that is bottled, we will pay 43 cents 
for' (Pauls supplier 2000) . 
'I've grown up under a percentage system, of course, which gives me a little bit better 
opinion of what is happening. This is a very unfair way, the Pauls Access, because it 
gives people who produce just over quota a much better price for the same milk' (Pauls 
supplier 2000) . 
'I think the processor made a mistake when they went to Pauls Daily Access. That was to 
win other farmers I think. Win the Dairy Farmers across. I think that is going to be a tiger 
around their neck in the future' (Pauls supplier 2000) . 
Dairy Farmers system also created what farmers perceived as winners and losers; again this 
was closely linked to a farmer's quota holding under the regulated system. 
'There is a great change in the Dairy Farmers payment system. There are people around 
who have picked up so much extra access (higher priced daily milk) compared to where 
they were before. There are others who have lost half of their access. There is a big 
difference. Some will tell you 'well things aren't too bad, I'm as well off as I was before, 
I'm better off'. There are others talking that they have lost a third of their income. So 
there is a big inequity. Naturally those guys are really stirred up at the moment' (Pauls 
supplier 2000) 
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'I would say that our relationship changed dramatically the day that payment system was 
announced. I went to all their pre-deregulation things and it has turned out worse in our 
case than we were ever led to believe' (Dairy Farmers supplier 2000) . 
Dairy Farmers suppliers were on average less happy with their new system because of the 
redistribution of access to the higher priced milk among farmers based on production rather 
than historical quota holdings and their loss of the traditional 'market milk' share with 
the removal of franchise region restrictions. Dairy Farmers suppliers lost 50 million litres 
of daily milk (traditional market milk) to Pauls suppliers based on the processor's market 
share in south east Queensland. Essentially this meant that Pauls farmers had a greater 
proportion of milk paid for at a higher daily rate. This situation created what many farmers 
within the industry saw as inequity between suppliers of different processors and went 
against the deeply ingrained belief, maintained through regulated entitlement, that farmers 
regardless of processor should be treated equally. 
'Under deregulation, and I disagree with the Pauls way of doing things with their holding 
the quota over, even if it is only worth $50 a litre, but by holding quota it then puts 
all those people that were in an advantage before, it still holds the advantage. Whereas 
under our system, everybody is created equal. Which is the way it should be under a 
deregulated system. You shouldn't have producers out there getting 50 cents average for 
all their milk and there are producers out there struggling with probably 35 cents a litre' 
(Dairy Farmers supplier 2000) . 
This comment from a Dairy Farmers supplier presents some interesting issues associated 
with perceptions of 'fairness', equitable treatment in a regulated environment and the 
implications of deregulation on the distribution of value within a chain. There were 
differing views from farmers about the 'fairness' of a regulated system. Although the farmer 
above believed that the quota system was unfair (possibly related to the relatively short 
length of time this farmer had been in the industry) , many dairy farmers (particularly those 
who have farmed most of their lives) believed the quota system was fair1 • 
There appeared to be a belief among farmers that they were provided with equal 
opportunities under a regulated system with known prices and the ability for any farmer 
to purchase quota. Although many farmers did purchase quota (particularly new dairy 
farmers) the majority was allocated over the years to dairy farms free of charge by the 
Queensland Dairy Authority when the market for fresh milk increased in Queensland. 
The equality was seen in that all farmers received the same price for their quota holding 
1 The longer farmers have been in the industry, the greater the amount of quota they would, in general, have 
received from the government through growth allocations (in other words 'for free') .  Those farmers who were 
newer to the industry would in general have purchased the greater proportion of their quota holding. 
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milk regardless of which processor they supplied. However, farmers were not necessarily 
equal and nor have they necessarily received similar average prices, because some farmers 
owned more quota than others did. Those farmers with more quota received a higher 
average price regardless of their efficiency, size of operation or their proximity to processors 
or markets. 
Other beliefs within the dairy industry relate to cooperatives and the principles upon which 
they are based. The cooperative principles (which will be discussed in greater detail in the 
following section) relate to the equitable treatment of members. This has established a 
mindset within the dairy industry that all farmers should be treated equally or equitably and 
is well ingrained in the culture of the production sector of the Queensland dairy industry. 
The comment made by the farmer above indicates that he believes the cooperative's 
payment system is fairer because farmers receive the same price on similar proportions of 
milk. It is a system that treats farmers within regions equally in terms of pricing and 
access to higher tiered milk prices. It could be asserted that the Pauls system maintains the 
inequities that existed in a regulated industry. Clearly there was disagreement among the 
farming sector based on their business's past reliance on quota. The focus on fairness or 
equal treatment by farmers shaped the way in which they viewed the new contracts offered 
by processors and the way in which they reacted to new relationship development. Although 
there was a general feeling of negativity toward the new supply management and payment 
system introduced by Dairy Farmers, suppliers recognised there were positive aspects of 
their relationships within a cooperative in addition to their supply arrangements. 
Cooperative vs proprietary processing companies in a competitive environment 
The greatest difference between the proprietary company's and cooperative's relationship 
with suppliers is in how the nature of the relationships between company and suppliers 
is viewed by each party. For both cooperatives and proprietary processors, raw milk 
supply is their single largest input. Managing that supply is of paramount importance. 
For proprietary companies the relationship with farmer suppliers doesn't extend beyond 
managing supply through contract negotiation (possibly through farmer boards) and farm 
advisory services (ensuring suppliers meet their specific requirements) . Cooperatives have 
more complex relationships with farm suppliers because the suppliers are also the owners 
of the processing business. 
'We have an obligation to meet the needs of our suppliers. Not only because they are 
suppliers but also because they are the owners of the business' (Langdon 1 999a) . 
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Because cooperatives dominate the Australian dairy industry, collecting approximately 85% 
of milk produced (ADFF 1 999); their structure and relationships are widely discussed. 
Industry organisations, industry commentators and the cooperatives themselves, continually 
reaffirm the importance of cooperatives in the industry. 
Cooperatives are generally viewed as a positive link between the producer and the 
market because they 'guarantee acceptance of all milk produced by supplier members thus 
providing a secure outlet for farm gate milk supplies' (ACCC 200 la) .  This guarantee and 
farmer ownership of the activities at this level in the chain go some way toward overcoming 
the otherwise weak bargaining position of dairy farm businesses because of the perishable 
nature of their product (ADIC 1 998) .  The Australian Dairy Farmers Federation believes 
that cooperatives are essential to farmers as they see them as 'the only effective form of 
collective bargaining' (ADFF 1 999, p 33), where farmers' position of weakness is not 
exploited (O'Connor 200 1 ) .  
'The future viability of dairy farmers will increasingly be dependent upon the strength and 
farmer empathy of the processor to which they are aligned. There is no better form of 
alignment than ownership and control. Security for milk off-take, ability to grow on-farm 
production and the ownership right to share in post farm gate value adding, were all 
identified as essential for future farmer viability and prosperity' (Langdon 1 999b) 
Farmers have similar views on the role and effectiveness of cooperatives in relation to their 
competitiveness in the marketplace and in their relationship with farmer suppliers. 
'I think the cooperative and the proprietary company still treat their farmers fairly well 
the same as what they have. I don't think that will continue to be the case. When it's a 
buyers market I would rather supply the cooperative than the private company' (Dairy 
Farmers supplier 2000) . 
'We have control right to the shelf, Pauls producers have no control after the milk leaves 
the farm gate. I see it as an advantage at this stage (being a Dairy Farmers supplier) . The 
only disadvantage I guess, is the lack of funding, as we become more competitive, and the 
talks of the public company and getting outside funding, eventual loss of the company 
structure as it is' (Dairy Farmers supplier 1 998). 
'I see that as we are a group, a cooperative, we seem to have that different approach. We 
have other farmers saying to us 'they are going to do this and we can't do anything about 
it', well in a cooperative we can at least have our say. That's pretty important, otherwise 
you're just dictated to' (Dairy Farmers supplier 1 998) . 
'I think Dairy Farmers when you talk to them, they do get the bonuses throughout the 
year, they do get a cumulative bonus. We don't get any of that. If there is a profit at Pauls it 
goes to Italy. Their profits go to the farmer' (Pauls supplier 2000) . 
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'As a cooperative I see they are never too far off the mark of what's in the best interest of the 
actual farmer. At the end of the day it will be good for the farmer, even though it might not 
be for the first two or three years but afterwards the benefit will be there. And that makes a 
big difference to the security of the farmers' (Dairy Farmers supplier 2000) . 
Cooperatives allow farm businesses to share in profits generated by value adding their 
raw product at the processing level, through dividends. However, cooperatives have 
traditionally returned the majority of their income to supplier members through the price 
they pay for milk (Greenwood 1 996), which has fuelled many debates over recent milk 
prices and cooperative investments in marketing in a deregulated industry (particularly 
Dairy Farmers focus on value added markets) . This stems from many farmers seeing 
little value in their share holding, resulting in many farmers not taking advantage of 
accumulating more shares during offers. 
'The price of milk is just going to be a commercial price and any profit the cooperative has 
will be paid out on shares. People are now foregoing their shares because times are getting 
tough. They are going to get hit again by not receiving any profit from the cooperative. 
Farmers don't see the cooperative as an extension of the dairy farm business. Even the 
directors don't' (Dairy Farmers supplier 2000) . 
'The price is based on whatever profit they make, they give us a price for our milk, and if 
the processor make a massive amount of profit we get paid that in some form, either shares 
or dividends or something. The price we are paid for milk has to be in balance, so that we 
are in profit and our processor has to make a profit' (Dairy Farmers supplier 2000) . 
Queensland farm businesses supplying the proprietary company often comment on how 
they are lucky that there is a cooperative competing in the marketplace. There is 
recognition that the dynamics of competition between a proprietary company and a 
cooperative has potential positive implications for the suppliers of both companies in price 
and supply relationships. 
'I always had the feeling, and I may be wrong, that Pauls would see us through 
deregulation better than a cooperative. Well the other part of it is, if they (Dairy Farmers 
Cooperative) weren't there would we be getting the price at Suncoast we're getting now 
anyway. I think it keeps the two of them honest' (Pauls supplier 2000) . 
While much of the discussion on cooperatives is positive, some farmers who are a part of 
a cooperative don't see value or difference in the operations of the processing companies 
in their industry. The following comment is directly related to the approach taken by 
Dairy Farmers in the establishment of their supply management and pricing system in a 
deregulated industry. 
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'As far as I am concerned there is no difference to our structure and a public company, 
other than we get herded into a hall and get told how important we are when it matters, 
when they want something. I see very little difference what so ever' (Dairy Farmers supplier 
2000) . 
Cooperatives are also seen as the companies that establish base milk prices in the 
marketplace. This onus was particularly strong for Dairy Farmers Cooperative before farm 
gate deregulation. 
'Dairy Farmers has for many years claimed a leadership role in the Queensland industry. 
If Dairy Farmers is to ever justify that self- appointed position, now is the time for Mr 
Langdon to stand up and be counted on farm gate price' (Ray Hill (Pauls group general 
manager) 2000, p 5).  
'We understand our leadership role, and don't need to be reminded by our competitors. 
We will take the lead on announcing a farm gate price for market milk' (Alan Tooth (Dairy 
Farmers managing director) 2000, p 5) . 
6.2.3 Milk pricing 
Dairy companies use different signals in their supply management and pricing strategies 
to achieve the milk supply that their business requires. What has become very clear in a 
deregulated industry is that although there may be variation in pricing strategies, processors, 
regardless of their ownership will not pay more than their competitors for their milk supply. 
'Processors in Queensland will set prices based on the markets they are serving, factory 
viability and the needs of shareholders. The major cooperative in this state may lead the 
process; proprietary companies will only ever pay what they have to, to get milk supply' 
(Spencer 1 999) . 
'We are continually aware that the marketplace won't pay any more for the milk than 
what they have to and that will start to go over into the market milk area now. What 
long-term effect that has on the industry we will have to wait and see' (Dairy Farmers 
supplier 1 998). 
Milk pricing at the farm gate was a popular topic in the public media and a major sticking 
point for relationship development between processors and producers. The following 
comments indicate that farmers attending workshops such as Dairy Beyond 2000 were 
beginning to think about the implications of deregulation on their farm businesses. Their 
focus on what price milk would be is understandable, but their ability to consider other 
aspects of their relationship with their processor was not easy to see in their comments 
at this time. 
'.All we need now is the price. We have good farm plans in place; knowing the price 
would help us move forward with those plans' (dairy farmer, Queensland Dairyfarmer, 
September 1 999) . 
1 1 3 
MILK SUPPLY AND FARM ADVISERS 
'There is a big communication gap between processors and farmers at the moment, with 
many farmers believing processors "are holding them out to dry" about future prices' (dairy 
farmer, Queensland Dairyfarmer, September 1 999) . 
In the communication of prices from processors, farmers were not necessarily focussing of 
an absolute price, but price signals at the right time. Milk pricing was of course a key 
element of supply arrangements; however given the magnitude of change occurring in the 
marketplace as a consequence of deregulation, the release of the first deregulated milk prices 
was not until March 2000. The release of lower than anticipated prices was another major 
issue of contention and farmer's comments indicate their dissatisfaction with processors and 
the prices being offered. 
'Admittedly, it always comes back to the producer. It falls back on them. There is a cut in 
price in milk, it is eventually going to come back to us. No one else seems to want to wear 
or make a loss' (Dairy Farmers supplier 2000) . 
'They (Dairy Farmers) have done bugger all to convince us that the price of milk won't 
drop again because they have gone in and got a cheap contract with Woolworths. They 
haven't said to us that milk prices won't drop. I don't trust them, tomorrow it could be 
14  cents. The only way they are going to get trust back is to get fair dinkum and keep 
communicating with us and tell us the right thing and give us something to work forward 
on. We have got nothing to work forward on now. Nothing to budget on' (Dairy Farmers 
supplier 2000) . 
'We can't complain too much. We would like it to be worth more than what it is, but 
when they say, in that month it was worth so many cents for all that milk and so much 
for any extra, because that is what it is worth for them to sell, process. Well you can't really 
complain' (Dairy Farmers supplier 2000) . 
The importance of milk price in the relationship between the processor and the 
farm business from the following comments indicates that some farmers had a better 
understanding of their business's position and the nature of the commercial environment 
dictating their relationship with their processor. 
'If they give us a price of say an average of 24 cents, which is what a lot of people 
are getting now, they will get very little milk. If they want more milk they have to put 
incentives in place for us to be able to afford to give them more milk' (Dairy Farmers 
supplier 2000) . 
'I think it has got its own in built factor there, where we don't actually negotiate with 
them but we do, by our response to market price. So I think there is a definite line of 
communication. It might not be verbal, but it's definitely through milk flow. It's very 
distinct. It's very clear to them' (Dairy Farmers supplier 2000) . 
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'If they continuously lose milk flow, they have to do something otherwise they are going to 
go under as well. So it is probably a very strong means of communication from the farmer 
through to the cooperative chairperson and the board, to let them know exactly what 
is going on in our commercial world. Because what goes on in the farmers' commercial 
world can be very different to what is going on in their commercial world' (Dairy Farmers 
supplier 2000) . 
'We have the last say by how much milk we produce and that makes a huge difference' 
(Dairy Farmers supplier 2000) . 
6.2.4 Quality assurance 
Quality assurance has become an increasingly important aspect of the relationship between 
processors and farm businesses. At the time the first interviews were conducted, processors 
were pushing all farmers to become quality assured to give them an even footing against 
other processors in negotiating contracts with supermarkets. Processor investment in 
on-farm quality assurance was substantial with the development of workshop series, 
employment of specialist advisers, incentive programs (quality awards) and deployment of 
existing advisers to ensure quality assurance accreditation on all farms. 
'A lot of incentives are around about rewarding efficient farmers and rewarding 
productivity and rewarding quality. That's what it is all about and that's what we are 
encouraging' (Processor a 1 999) . 
'There is also going to be no variation in quality expectations, we're going to reach a stage 
where the retailers, they are saying to us, in the near future if every one of your farmers are 
not on a quality assurance program, we will not buy your products at all. And we will have 
no choice but to say to our farmers, if you do not enrol in a quality assurance program your 
milk will remain on your farm' (Langdon 1 999a) .  
The processors were making it clear to farmers that becoming quality assured would not 
make their milk worth any more; it would simply guarantee that their milk would be 
picked up. Quality assurance was however, not only being pushed by processors, it was 
also being promoted by the industry organisations that assess HACCP and food safety 
compliance. The Queensland Dairyfarmer newspaper ran many articles during 1 998 -
2000, highlighting the necessity of quality assurance from an industry perspective and the 
relative ease of the process at the farm level. 
Many farmers were negative toward adopting quality assurance. They believed quality 
assurance compliance was being pushed by supermarkets and the processors, and were 
unable to see beyond to the changing demands of the final consumers influencing this 
trend. They saw becoming quality assured as an imposition, particularly as the date for 
compliance was also the date for farm gate deregulation and the introduction of the GST, 
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and also because of the additional work required. Comments indicate that farmers resented 
the power of processors and supermarkets to dictate their business management practices . 
'You wonder sometimes if some of the things that are being pushed on us are just creating 
jobs for people. Quality assurance is being pushed by the supermarkets, no doubt about 
that. The way it's happening, it's voluntary at the moment, but it will be compulsory that's 
for sure. We have bonus quality milk all the time, that should be enough to satisfy the 
supermarkets' (Pauls supplier 1 998) . 
'That's one of the problems- this quality control- it's a record keeping nightmare. As 
if we haven't got enough on our plate with this industry deregulation, without hoisting 
quality assurance on us, and it's being driven by the supermarkets. They want somebody 
they can prosecute if something happens. They want to be able to pass the buck' (Pauls 
supplier 1998) . 
'QA has come about possibly by some farmers who never did anything in terms of that 
type of thing and it has been forced on all of us who did as well' (Pauls supplier 2000) . 
'With quality assurance we have got to toe the line with that all the time. And no one is 
going to put that much effort into a business for no reward' (Pauls supplier 2000) . 
Some farmers were however more positive toward the process of quality assurance, 
recognising the demands of the marketplace and the opportunities for their processor and 
ultimately their farm business. 
'QA, j ust realities of your living in a commercial environment' (Dairy Farmers supplier 
1 998). 
'Now QA is the next thing. We're well into the process of being quality assured and 
accredited. You've got to move with the times, if you don't move with the times you're 
going to get left behind' (Dairy Farmers supplier 1 998).  
'I would have thought that if we move into a full deregulation thing, quality assurance, 
quality standards will sort a lot out. As far as I'm concerned, quite frankly, the processor 
ought to cut them if they can't keep it. Not offer them a contract or whatever' (Dairy 
Farmers supplier 1 998) . 
6.3 The role and future of the Queensland farm advisory services in 
processor/farm business relationships 
Traditionally the processor/farm business relationships were supported through the activities 
of a number of farm advisers . At the time of this research, Queensland processors 
employed their own farm advisers and contributed 50% to contract farm advisers in joint 
management with the Queensland Department of Primary Industries (QDPI) . The QDPI 
also employed their own farm advisory staff. This structure has been described in more 
detail in Chapter 4, section 4.3.3.  This section will draw on interviews from processors, 
all three groups of farm advisers and farmers and will discuss how each viewed the role of 
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the farm advisory service, the value of the service and the future structure of the service 
in the Queensland industry. 
In the first round of interviews in 1 998, farmers were simply asked who influenced their 
business decisions. There was very little prompting to discuss each category of advisers. 
Most farmers in the sample, if making comments in terms of advice, referred to the QDPI, 
private consultants or their accountant. Processor farm advisers were rarely mentioned in 
initial interviews with farmers. 
The second interview (conducted in late 2000) however, based on Stage two and three data 
collection, asked farmers to consider their relationship with their processor and the key 
aspects of that relationship. Most farmers interviewed mentioned the farm advisory service 
as a link between their business and the processor. Discussion was then focussed on their 
views of the role and the structure of the farm advisory service as it was operating at the 
time the interview was conducted and about the future role and structure of the service. 
Those farmers interviewed who did not mention the advisory service initially were asked 
directly what they perceived the future role and structure of the service should be. What 
was clear from the second interview was the increasing importance of the processor farm 
advisers in the relationships between farm businesses and their processor. 
Farm advisers responded in interviews to a series of questions describing the role of the farm 
advisory service, management and structural issues in relation to the current and future 
service and industry relationships. Processors discussed the farm advisory service specifically 
in terms of their relationship with farm businesses. 
6.3 . 1 Role of the farm advisory service 
Processor farm advisers 
All processors interviewed conveyed their strong emphasis on building close relationships 
with their farmers and each highlighted the use of farm advisers to achieve this. Farm 
services therefore needed to fit within processor expectations and facilitate effective 
communication between their processor and farm suppliers. Advisers were also considered 
important as one aspect of the processor's public face for farmers and dairy communities. 
They therefore needed to promote the right image to suppliers and to the general public 
through an ability to 'display public loyalty to the organisation' (Bruem 1 999) . Another key 
role was to assist farmers to maximise their profitability, under processor payment systems to 
ensure continued supply to the processor. 
We have 'always had a strong emphasis on close relationships with farmers through 
extension staff' (Processor c 1 999) . 
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'The information does flow through from marketing people, to sales people through our 
liaison people and then straight to our suppliers. It's a strong chain of events and we spend 
a lot of time making sure that it is there' (Processor d 1 999) . 
Processor farm advisers had specific liaison roles that differentiated their role from contract 
farm advisers (Foster 1 998) .  They played an important role in ensuring that farmers 
understood and met processor requirements and processors valued this aspect of their 
relationship with suppliers. Therefore, central to the processor farm adviser's role was 
providing technical, financial and whole farm business advice to ensure farmers could meet 
the processor specifications in terms of milk supply and other contractual arrangements. 
'We set a milk payment system which encourages our suppliers to produce milk at certain 
times of the year when we best need it and then provide an advisory service to help them 
produce that milk' (Processor farm adviser 1 999) . 
'We've got a strong philosophy there about ensuring that we have a good quality milk 
supply, and the people that we work with closely obviously understand us and where we're 
going' ' Our people who are currently working out there, will probably be working in the 
future more closely and harder to ensure that both sides of the party understand exactly 
what we want, and when we want and can use it' (Processor d 1 999) . 
'We have extension officers that have specialist expertise and go out advising on farm 
practices, advising on business management, on pasture management and on-farm quality, 
which is critically important to us as well. It's all about, if we can pass on what knowledge 
we have in our business, in an advisory capacity. Not telling the farmer he should do this 
or that' (Processor a 1 999) . 
Moving into a deregulated environment there was potential for advisers to help achieve 
the necessary changes in farm suppliers' businesses to ensure their viability into the future. 
With the potential drop in farm numbers from deregulation, processor farm advisers had 
the additional responsibility of ensuring enough suppliers remained viable to meet the 
processor's future requirements. 
'Realistically, one role they are not going to have is encouraging people to go out of 
dairying. I think very few will do that. Let's face it; their role will be to try and help people 
stay afloat in the environment we are going into' (Dairy Farmers supplier 2000) . 
Contract farm advisers 
Contract farm advisers had similar roles and responsibilities to those of processor farm 
advisers, however they were not involved in a liaison role in relation to the commercial 
interests of the processor (Foster 1 998) .  Contract farm advisers believed this separation 
from processor policy allowed them to provide independent advice on processor specific 
issues. Additionally, their role included involvement in state and nation wide programs 
coordinated by industry and government organisations. 
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QDPI dairy extension/farm advisers 
By comparison, the role of QDPI advisers was broadly focussed, encompassing whole 
system business management including personal, financial, production and natural resource 
management advice. 
Together, the aim was that processor farm advisers, contract farm advisers and QDPI 
advisers, provided a comprehensive service to the dairy industry. While this structure was 
seen as valuable and relatively effective in a regulated industry environment, the role and 
future structure were starting to be questioned over the period of this research. 
6.3.2 The value of farm services to processors and farm businesses 
The substantial investment that processors were required to make to provide the farm 
advisory service came under much greater scrutiny as resources became more scarce in the 
deregulated environment. Processors indicated what they perceived to be of value to their 
business through the emphasis they placed on quality assurance programs and their support 
of business management programs. 
It could be expected that as relationships between processors and farm businesses were 
viewed more as a partnership in a commercial context, issues such as quality assurance and 
meeting supply requirements would change from being an enforced practice to one which 
is associated with general farm business management. In this line processor farm advisers 
would predictably be seen as more valuable to farm businesses as a source of information 
on processor requirements and in maintaining communication between farm businesses 
and processors. 
Supply chain theorists argue (Mohr, Fisher & Nevin 1 996) that a deregulated environment 
increases the importance of communication in developing close relationships. The farm 
advisory service was an existing communication mechanism employed by the processor, 
with individual advisers having close relationships with farmers based on trust and 
friendship. These factors made farm advisers both useful and extremely important in 
developing the processor/farm business relationship. Comments made by farmers in 2000 
indicated that they had begun utilising the processor farm advisory service more and seemed 
to have increased the value they placed on them as a communication link between their 
farm business and the processor. 
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'They are well aware of what is happening at processors level. They are probably more in 
touch than some of the hierarchy in that sense, they are more in touch with the farmers. 
They can sometimes give you a bit of hope, whereas the hierarchy tells you the way it is 
and that is the way it will be' (Pauls supplier 2000) . 
'Our processors certainly have plenty of things in place if we wish to use them. There is 
help in lots of areas if we want it' (Pauls supplier 2000) . 
'They have got a supply development team, or a milk supply team of advisers and they 
are basically . . .  the middle people between the suppliers and the Pauls management. We 
mainly just deal through them. They also give us advice on being able to improve quality, 
which has got to benefit both sides, because there is bonuses that we can pick up by 
improving our milk quality and also there is a benefit for them' (Pauls supplier 2000) . 
'I think it is an important role, because the information, the quality that is required 
for markets in this day and age is very high. I think it's invaluable to have a system in 
place that comes from the cooperative back to the farmer to assist them' (Dairy Farmers 
supplier 2000) . 
'They are the first point to go to. Probably the only relationship with the processor, 
because I have never been past them. If I want to know something I ring the processor 
and I talk to someone there. I think they are bloody good. They will ring you back' 
(Pauls supplier 2000) . 
As processor requirements on farm suppliers became more stringent, penalties stronger and 
milk prices lower, relationships continued to change. Farm advisers indicated that they 
believed farmers would become more aware of the value of the services provided and the use 
of levies. Farmers' expectations of farm services would therefore be greater; 'they're paying 
for farm services, their expectations will increase' (Processor farm adviser 1 999) . 
All farm advisers placed a high value on how they were perceived by their farmer clients. 
While processor farm advisers were confident that the value of their services would increase 
in the deregulated environment, contract farm advisers were struggling to define their future 
role. 
Contract farm advisers believed that they were seen as QDPI employees, and farmers 
therefore saw them as independent of both processors and private consultants. For them 
personally and as a group this separation from processor policy was important and a positive 
aspect of their position. 
'The point that has often been made to me (from farmers) is that the DPI is independent, 
credible, they're not pushing any particular barrow. That's very important to farmers and 
to us' (Contract farm adviser 1 999) . 
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'I think they should be both places. It is alright when you are trying to employ someone 
by Pauls, but they are going to be fed the same information that Pauls wants them to feed 
us. Whereas the contract farm advisers have got their own style of thinking and they have 
got access to government records and private. Whereas the other fellows have only got one 
access. If you want to teach a galah to talk, he'll talk like you' (Pauls supplier 2000) . 
While contract advisers may have been perceived and have perceived themselves as 
providing independent advice, these perceptions may have hindered the development of 
supply chain relations between processors and farmers in preparation for a deregulated 
market. Contract farm advisers felt that the processor farm advisers were 'the link to factory 
policy and payments' and that many farmers viewed this negatively. Negative connotations 
were associated with the 'policeman' role of enforcement of quality assurance and older 
advisers had memories from the original farm inspectors' role. From interview comments 
many contract farm advisers were attempting to maintain their role and its associated 
tasks as they existed in a regulated environment. At the same time they were being 
pressured by processors to play a more active role in preparing farmers and building 
processor relationships with suppliers. During interviews with farm advisers, comparisons 
were regularly made between the role of the contract farm advisers and the processor farm 
advisers. The contract farm adviser's views of independence may have been over valued 
by the group and their perceptions of the value that farmers placed on their services was 
possibly overestimated. This is evidenced by farmers' comments in relation to farm business 
management advice provided by the contract farm advisers (see section 8 .2.6) . 
6.3 .3  Implications of changing relationship drivers on the structure of the farm 
advisory service 
When Foster completed his evaluation of the Queensland farm advisory service in 1 998, 
there was a general view that the contracts were a worthwhile investment in the industry 
and would remain with continued support from the QDPI and processors. However, a 
number of issues identified during the review process had increased in importance with 
deregulation and were discussed by advisers during interviews for this research. The 
implications of these issues were significant in terms of the future structure of the farm 
advisory service. 
Foster ( 1 998) identified that processors desired greater ownership and control of staff 
and expected loyalty and commitment to their objectives. Farm advisers interviewed also 
recognised that processors, in their commercial interest, continued to want more control 
and ownership of contract farm advisers. However, contract farm advisers were reluctant 
to change their role and their perceived level of independence by carrying out processor 
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specific responsibilities, and QDPI was reluctant to give up their control, while they each 
continued to contribute 50% of operating costs. 
'There is a bigger push from the processor . . .  to control more of the extension program, 
to control DPI resources and that's going to stop. Because this is a relationship. We have 
a contract with the processor. You can't have any sort of relationship if one lot wants 
to control the other lot'. 'I've seen a grab for control. We're not going to be told by or 
managed by the processor as to how we allocate our own resources because they only pay 
50% of the operating that's required. So for 50% they are not going to get 1 00% control' 
(Contract farm adviser 1 999) . 
The processor has been 'trying to align us (contract farm advisers) more closely, the factory 
personnel and the technical staff and give us similar roles. I guess it hasn't been very 
successful so far, there has been a bit of resistance there. Simply because we value our 
independence and farmers value that' (Contract farm adviser 1 999) . 
Through the 1 998 evaluation, contract farm advisers' identification with the QDPI 
increased (Foster 1 998) and issues such as professional development, contract security and 
independence from processors, shifted advisers' allegiances .  Many contract farm advisers 
resented the increased pressures from processors on their roles and responsibilities. 
'There could be conflict between processors and the DPI, in terms of what they focus on, 
what they see as important. While (processors) realise that it's important to have profitable 
dairy farmers, from their point of view; so long as they are producing quality milk. From 
the DPI point of view, we need to be doing that as well as; we need to have good lifestyles, 
we need them to look after the environment, animal welfare and all those other things 
are important as well as the quality of milk. All those impact on the quality of milk' 
(Contract farm adviser 1 999) . 
'There is conflict over what groups believe is important. There are definitely some 
negotiations to be done. Everyone's got to stop trying to be in charge and work towards a 
common goal. Everyone is telling us what to do and nothing is getting done. I don't think 
it's quite that bad because things are getting done' (Contract farm adviser 1 999) . 
'If these collaborative arrangements with the factories remain for some time, there will be 
tension there. In so much as what the factories want to do in a commercial sense and what 
the DPI wants to do in a public service sense' (QDPI adviser 1 999) . 
'In the future I think most of the extension will come from the factory and some of the 
DPI may in fact be employed by the factory. But I think we are getting to a point where 
our reliance on the DPI is getting less and less. They have been invaluable but as a factory 
we have to manage our milk supply to the letter and we need people that fully understand 
how we as a factory operate' (Processor farm adviser 1 999) . 
The old philosophies of QDPI of sharing all information and treating everybody equally 
were not congruous with the competitive philosophies that processors were adopting for a 
deregulated environment. Moves to remove some tasks such as milking machine and soil 
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testing (both of which were commercially available) from the role of contract farm advisers 
occurred, but were met with resistance from more traditional advisers and (indirectly) from 
many farmers who used these free services. It was recognised that the farm advisory service, 
regardless of individual views, would inevitably have to change in response to changes in 
production and processing sectors and broader industry. 
'We have a responsibility to ourselves and the industry to provide different and better 
service. We've got to do it or we won't be here. It's that simple' (Processor farm adviser 
1 999) . 
In 1 999, only one year after the release of the Foster ( 1 998) report, both the processor farm 
advisory service and the Q D PI indicated that they were becoming more dissatisfied with the 
structure of the service as it had existed in a regulated industry. Processors wanted more 
control over the role of contract farm advisers and more defined ownership of information 
and extension programs. QDPI were trying to maintain their control and were resisting 
processor attempts to take control by trying to highlight among contract staff the benefits of 
remaining focussed on QDPI objectives. There were unresolved differences over what the 
processors felt was valuable to their business, what advisers wished to continue in their role 
and what farmers saw as valuable to their farm businesses, and questions about ownership 
and the effectiveness of the current service. A failure to establish clear role definition 
during this period of industry uncertainty may have encouraged contract farm advisers to 
shape their roles towards QDPI philosophies for their personal job security. This had a 
potential cost for farmers in the form of less clear sighted discussion on the commercial 
implications of deregulation and less emphasis on the development of processor/farm 
business relationships appropriate to a commercial environment. 
Although the structure of the farm advisory service was not the model that either processors 
or the QDPI wanted to maintain, there were short-term issues in dealing with the changes 
that were occurring in the industry, that created a need for the service to have some 
stability. This stability lasted until July 200 1 when the contract system of farm advisers 
(joint funding by processors and the QDPI) was disbanded. It was succeeded by a system 
in which the processor employed a reduced farm advisory service for their specific needs and 
the QDPI employed a farm extension service focussing on department policy. 
6.4 Conclusions 
In its examination of supply contracts and the role of farm advisory services this chapter has 
highlighted a number of key issues relevant to relationship development between processors 
and farm businesses. Processors, both proprietary and cooperative, have maintained 
a focus on providing a farm advisory service to both build the relationship between 
1 23 
MILK SUPPLY AND FARM ADVISERS 
their businesses and the farm businesses that supply their greatest raw material input. 
While many farm businesses are still in a transitionary period and could be seen as 
still learning the necessary business and farm management skills required in a more 
competitive environment, the retention of farm advisory services will contribute to the 
continued learning and development of farm businesses in relation to QA, other technical 
management skills, and they will play a role in mediation of the commercial relationships 
between processor and farm business. 
It is clear from interviews with processors that these services continue to be of value to the 
processing business. It is possible that the provision of advisory services would cost less than 
having farm business that are not meeting supply requirements or that are not satisfied in 
their relationship with the processor and therefore may take their supply elsewhere. 
The relationships that farm advisers developed with farmers (based on close personal 
ties with strong elements of trust and friendship) and the role they have played in the 
processor/farm business relationship have significant implications for future relationship 
development and maintenance. They will continue to play a key role in ensuring farmers 
understand the processor milk supply requirements and advise farmers on how best to 
meet those requirements and maximise their profit under the processor payment systems. 
While they are an established communication link, their effectiveness in future relationships 
may be restricted by paradigms developed within a regulated environment. Key issues 
will be confidentiality in information sharing between dairy-food chains as dictated by 
commercial realities, while ensuring effective communication between the processor and 
farm businesses. 
What processor farm advisers won't provide farmers is unbiased information on the industry 
environment and possible options for the farm business. It was identified in this research 
that processor farm advisers are primarily focussed on the interests of their employer, 
the processor. While farmers were increasingly valuing the advisers as a communication 
mechanism in their relationship with their processor and as an information source, it may 
also be important that farmers seek advice outside of that relationship. It is through 
this outside information and knowledge that farmers can assess their relationship with 
their processor and increase awareness of their options. Consequently, using advisers or 
consultants beyond the processor advisory service will be more important in the future. 
This will be even more pertinent for farm businesses who may be considering processing 
their own products or supplying smaller niche processors and fall outside the traditional 
advisory service clientele. These farm businesses may need to look at the services provided 
124 
CHAPTER 6 
by other government departments (State Development) or employ the services of private 
consultants. Nevertheless, for the majority of farmers continuing to supply the major 
processors, their reliance on farm advisory services will predictably increase. 
The importance of the role of farm advisers has been expressed by the processors and is 
being increasingly recognised by farmers. Having the appropriate knowledge and skills at 
each level in dairy-food chains and close relationships between businesses is essential to 
chain success in a competitive environment (Peterson, Cornwell & Pearson 2000) . Farm 
advisers have the ability to facilitate this, by playing an active role as a communication 
mechanism and in their more traditional role of providing farm business advice, but that 
which is appropriate in a deregulated environment. Their role therefore has the potential to 
enhance the competitive advantage of the dairy-food chain by ensuring a close relationship 
between the processor and farm business suppliers. 
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PROCESSOR/FARM BUSINESS RELATIONSHIPS: 
f ARMER BOARDS AND COLLECTIVE BARGAINING GROUPS 
7. 1 Introduction 
This chapter will discuss the role of farmer boards as a key communication mechanism 
between processors and farm businesses. It will also examine future communication and 
negotiation in light of the Australian Competition and Consumer Commission (ACCC) 
rulings on collective bargaining groups and the opportunities afforded in a deregulated 
environment. 
Farmer boards are the current structure and process for communication and negotiations 
between processors and farm businesses on supply and payments issues and services 
provided by processors. The boards disseminate information on processor policy to the 
farmers they represent and represent farmer opinion at the processor level. The structure 
of these boards and the communication systems vary between the cooperative and the 
proprietary companies in Queensland, but there are many commonalities in their role and 
their perceived effectiveness in that role. Their role in the future will be in many cases 
more closely linked with supply negotiations between the farm businesses they represent 
and the processor. Recent Australian Competition and Consumer Commission (ACCC) 
authorisations for collective bargaining between groups of farmers and processors will have 
significant consequences for this relationship link. 
In addition to interviews with processors, farm advisers and farmers, comments from the 
media spanning the time period from late 1 998 to early 200 1 ,  and the two ACCC rulings 
will contribute to the discussion. The comments from farmers in particular show the 
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changing sentiment in the relationship as the practical realities of deregulation began to 
shape the supply relationship. 
7 .2 The role and effectiveness of farmer boards in the processor/ farm 
business relationship 
Both the proprietary and cooperative processors in Queensland utilise a system of farmer 
boards as a communication link with their suppliers. The role of farmer boards in 
the future will be influenced by the communication strategies of the processors, the use 
of existing legislation and recent authorisations for collective bargaining groups and any 
changes to the legislation governing collective negotiation and supply groups in the future. 
Although Pauls Limited is a proprietary company and was acquired by the privately owned 
Parmalat in 1 998, the company maintained the farmer boards of the original cooperatives 
that they had progressively taken over as a mechanism to negotiate with suppliers. The 
most recent change in the structure of the farmer board system was the combining of 
cooperative representation into one group, Premium Milk Supply Pty Ltd, given ACCC 
approval to negotiate with Pauls in February 200 1 (ACCC 200 1 b, ACCC 200 1 d) . This 
authorisation for collective negotiation extended the power of the farmer board to negotiate 
on pricing issues, previously illegal under section 45 of the Trade Practices Act ( 1 974) . This 
will be discussed in more detail in section 7.4. 
As a cooperative, Dairy Farmers have an extensive communication system of which farmer 
boards are a key element. The 'Ward System', has different levels of farmer representatives . 
'What we have tried to do is develop a ward system in which, we have all these people all 
over the place, and we have tried to bring them up to speed with the aims and objectives of 
what the business is. Sometimes they expect us to share more information than what we do 
and commercially we just can't do that. At the end of the day the directors have got to run 
the business and set policy' (Dairy Farmers spokesperson 1 999) . 
My conclusion is that in general the managers of Pauls Limited and Dairy Farmers viewed 
their farmer boards as a way of understanding the opinions of farmers and as a mechanism 
to communicate and negotiate with farmers as a group rather than individually. National 
Foods, on the other hand while utilising farmer boards for more general issues, didn't believe 
that negotiation with groups of farmers was necessary if the right agreements were in place. 
My data is supported by the submission made by National Foods to the ACCC in regard 
to collective bargaining groups (200 1 c) . The company argued that collective bargaining 
groups would have a negative public benefit and that under existing arrangements there 
was not necessarily an imbalance of power between processors and farm businesses that 
needed correcting. 
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'Whilst there has been pressure in some states to encourage farmers to set up coops, supply 
coops, so there is some influence over controlling prices, we don't believe that is necessary 
if the right sort of agreements and arrangements are set up.' 'We are not particularly 
supportive of farmer coops because we believe they don't manage supply all that well' 
(National Foods spokesperson 1 999) . 
7 .2. 1 Farmer perceptions on the role, effectiveness and representativeness of 
farmer boards 
Although farmer boards and their role were mentioned by some farmers during the 
first interview series, this was an area of direct questioning during the second interview 
series 1 •  The awareness level of farmers in their relationship with their processor had 
increased substantially by the second interview series (after farm gate deregulation) and 
was articulated in comments from farmers regarding the role and effectiveness of their 
representative farmer boards. 
With the development and subsequent introduction of the new supply management and 
payment systems, the data suggests that farmers had begun to consider the real influence 
and role of farmer boards in a deregulated environment. The data also suggests farmers 
felt that by losing the government power over the supply chain, they had lost a substantial 
amount of power in their relationship with processors. 
There were conflicting views on the effectiveness and representativeness of farmer boards 
among both Dairy Farmers and Pauls suppliers. These variations were often related to 
the position of the farmer within the relationship or their degree of involvement with 
farmer boards (some farmers interviewed were farmer board members) and associated 
communication with processors. Views on the role and future role of farmer boards in 
the processor/farm business relationship provide an interesting perspective in consideration 
of the ACCC authorisation for Premium Milk Supply (ACCC 200 1 b, ACCC 200 1 d) and 
collective negotiation as regional groups of farmers (ACCC 200 l c, ACCC 2002) . 
Many Dairy Farmers suppliers interviewed were dissatisfied with the cooperative and 
were particularly critical of the existing farmer boards. As suppliers and owners of the 
cooperative they expected to have a good communication network and feel that they were 
having a say in running the processing business, but they believed this wasn't being achieved 
(see comments in section 6.2.2) .  
1 Interview questions fo r  the second dairy farmer interviews were influenced by preliminary interpretation of 
data collection stages 1 -3 and changes in the industry environment. 
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'My disappointment comes from all the times they told us we are the company and we 
have got the way, but nothing changes when we go to a meeting and bitch about it. The 
board makes these decisions' (Dairy Farmers supplier 2000) . 
'The effort is made to condition farmers to the decisions that have already been made' 
(Dairy Farmers supplier 2000) . 
'There is probably members not making proper use of it. That's probably why, if it is 
not effective. Both ways. It's probably the ward reps that are not communicating well 
enough with members and the members are not making enough use of their ward reps. If 
it is not working properly. But I think it is the foundation of an effective system' (Dairy 
Farmers supplier 2000) . 
The interview data suggests that Pauls farmers felt more positive in response to Pauls 
Limited and their maintenance of a formal farmer board communication mechanism, 
against what they may have perceived as the philosophical position of a proprietary 
company in their relationship with suppliers. 
'I think they have got a role to make Pauls, and Dairy Farmers for that matter, if they'll 
listen, aware of problems farmers face. I'm sure our boards have done that' (Pauls supplier 
2000) . 
'When you have got someone who needs or wants the price as much as you do, you feel 
they are going to do the utmost on your behalf, so they are probably doing as good a job as 
we could all do collectively' (Pauls supplier 2000) . 
'We operate mainly through the cooperative supply groups and if we don't like something 
we bring it up through the supply group and they take it to Pauls and Pauls are usually 
fairly receptive. I don't think they have much bargaining power over the price we get' 
(Pauls supplier 2000) . 
However the majority of comments made during interviews indicated that farmers believed 
the existing farmer boards had little power in their relationship with the processor and many 
representatives were lacking competence or the necessary skills for their position, limiting 
the effectiveness of the boards. These opinions were directly related to the dissatisfaction 
many farmers felt toward the new processor payment systems (discussed in section 6.2) . 
'I don't think as a ward rep we have any bloody input. I think the decisions are made. I 
think the show was made, but I think the decision was made entirely. I think the ward reps 
were irrelevant in the longer term' (Dairy Farmers supplier 2000) . 
'It was all sort of mapped out and we just sort of agreed to it or otherwise, probably more 
than anything. I started to believe that they don't take a lot of notice of us. They listen but 
they don't take notice' (Dairy Farmers supplier 2000) . 
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'Farmer boards. I think there is a real problem there, because there is no doubt that we are 
going to go through further rationalisation and I just don't see the ability there amongst the 
farmers to go the next step. I don't think the ability is there to tackle management, as we go 
further down the line' (Dairy Farmers supplier 2000) . 
'We as a cooperative really can't afford to have the average cocky making the decisions for 
us these days. It's too big a job, it's too big a business. Gone are the days when a good 
bloke makes a good representative. You have to have management skills and you have to 
have aggressive people out there aggressively looking at our industry all the time' (Dairy 
Farmers supplier 1 998).  
'If you can get good farmer reps and they are of high calibre, they could go to a meeting 
and negotiate with Pauls, business to business. But it is no good putting a farmer in there 
that hasn't got the negotiating skills. Pauls are business people' (Pauls supplier 2000) . 
A central reason for farmers' belief that boards were relatively ineffective at this point in 
time was that they perceived a level of communication breakdown between farmer boards 
and the general population of farmers. Farm adviser comments made in 1 999, indicate that 
a breakdown in communication and trust had already begun and was potentially restricting 
positive relationship development. 
'There is a bit of a perception that the factory is trying to protect its backside and it's 
under a lot of pressure from other factories and also the supermarkets . . .  if it gets kicked 
it'll try and pass that pain on if it can . . .  it generates a real "us and them'' type relationship' 
(Contract farm adviser 1 999) . 
A level of distrust was also recognised by the managers of processors interviewed. They 
believed they had the opportunity to work through this by developing supply contracts 
in consultation, by maintaining discussions with farmer boards and supporting their farm 
advisory services. The successes of each processor in their attempts to maintain effective 
communication and trust in relationships were varied, and while some 'talked the talk' their 
actions indicated otherwise. 
'I suppose it is no different to industrial relations, the barriers have been built up as a result 
of mistreatment in the past . .  . I  think that businesses these days have realised that they can't 
afford to relate the way they did in previous decades' (Processor a 1 999). 
Both Pauls and Dairy Farmers suppliers identified additional limitations in the current 
farmer boards systems, based on their expectations that farmer boards, if working effectively 
could negotiate much better supply and pricing terms of contracts. Essentially though, the 
role of boards did not extend much beyond presenting the views of farmers to processors 
and disseminating information from the processor to farmer suppliers. 
'The directors can only present the feelings of the farmers to the board. That's all they can 
do' (Dairy Farmers supplier 2000) . 
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The boards 'still only get told what Pauls want to tell them anyway' (Pauls supplier 2000) . 
'There are opportunities there for farmers to take their thoughts and concerns through 
a channel, through a flow to broader management . .A5 you know information is always 
difficult to go upstream. It is always much easier to bring it down stream. It's very hard to 
get people's thoughts to the board' (Dairy Farmers supplier 2000) . 
Some general comments related to how representative elected farmers were of their supplier 
group. The make up of farmers boards and the skill levels of those involved had the 
potential to have greater implications in the commercial environment than they did while 
the industry was regulated. Therefore the calibre and representativeness of the boards were 
of concern to farmers. 
'One of the concerns I have as a small farmer, a lot of our decision makers in the industry 
are not truly representing us. Most have big quotas, and I'll cite the growth in allocations 
of quotas. I don't think they give a rats about the little guys. Some of the things I 've been to 
now with the proposal of deregulation, the decision makers are panicking like hell, because 
it is going to be them, the way I see it, it's going to be a lot of those guys that are going to 
suffer most' (Dairy Farmers supplier 1 998). 
'It needs some younger people in the ward meeting sort of thing. Let's face it; most of the 
people that are ward reps or who are in the decision making, I won't say they are old, but 
there wouldn't be any under 50 years old' (Dairy Farmers supplier 2000) . 
'Dairy boards don't change very regularly, they usually die before. I see that as a problem 
but there is nothing we can do about it because it is a reflection of the membership again' 
(Dairy Farmer supplier 2000) . 
The numerous criticisms of the failings of farmer boards in being representative and 
effective did not diminish the importance farmers placed on the role of farmer boards in the 
processor/farm business relationship. 
'I think they have got to play a Cheryl Kernot sort of role. Keep the bastards honest. Not 
so much now maybe but their role is to try and get the best possible deal for the farmers 
out of the processor. They can argue on our behalf Probably it's very important. I consider 
they are probably more important now than previously. It is probably a way of putting 
together the farmers' thoughts, in the sense that I could ring up today and complain about 
something to do with cartage, but it doesn't help much. But if our farmer board takes it to 
them it at least carries a bit of weight' (Pauls supplier 2000) . 
'Pauls want them as an interface between the suppliers. They don't want to be getting on a 
one-to-one basis with their suppliers. They group farmers together, so it gives us a stronger 
base to work from instead of fronting up individually to the factory to try and negotiate 
a price' (Pauls supplier 2000) . 
'I think ward reps at the bottom of the spectrum have got to become more like union reps. 
They have to get in there and learn to bloody well kick and fight and carry on. We are 
going to have to learn to stand up and bloody well represent ourselves. But I don't see that 
happening readily' (Dairy Farmers supplier 2000) . 
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Two applications were made to the Australian Competition and Consumer Commission 
following deregulation, to allow farmers to collectively negotiate supply and pricing 
arrangements with processors. The first was made in August 2000 by Premium Milk 
Supply Pty Ltd. (Premium), a joint body of five of the six existing supplier groups (Port 
Curtis Milk Suppliers Cooperative Association did not participate in the proposal) to Pauls 
Limited. The Australian Dairy Farmers Federation on behalf of all Australian dairy farmers 
made the second in March 200 1 .  Each application needed to prove that a public benefit 
would arise from the authorisation which allows for anti-competitive business arrangements 
which would otherwise contravene section 45 of the Trade Practices Act 1 97 4. 
7.3 . 1 Premium Milk Supply Pty Ltd 
In the past Pauls purchased milk from six supply cooperatives that the company had 
progressively acquired2• Each cooperative maintained a farmer board to communicate with 
Pauls over supply issues, and Pauls consulted with each supply group in relation to price and 
quality standards. However there was no ability legally to negotiate and set prices. 
Premium Milk Supply Pty Ltd (Premium) sought authorisation under section 88 ( 1 )  of the 
Trade Practices Act 1 97 4, to allow its (five of the six existing supply cooperatives) members 
to collectively negotiate the terms and conditions of milk supply with Pauls Limited 
(Premium 2000) . The negotiation proposed would be undertaken by a newly established 
Milk Management Committee, consisting of three representatives from both Premium and 
Pauls Limited. The new areas of negotiation included quality and compositional standards, 
supply volumes and prices to be paid based on these two characteristics. 
The arguments presented for gaining authorisation were based on the limited power that 
individual farm businesses have in negotiating with large corporate processors. Two main 
factors were identified that resulted in this power imbalance: the highly perishable nature 
of raw milk and the large number of small farm suppliers who do not have the financial 
capacity or supply volume to negotiate effectively as individuals (Premium 2000) . Premium 
also argued that the suppliers of Pauls were at a disadvantage to Dairy Farmers suppliers 
in Queensland who had farmer boards representing the interests of members within the 
cooperative company. 
2 Metropolitan Milk Producers Co-op Association Limited, Suncoast Milk Producers Cooperative Association, 
The Burnett Milk Producers Cooperative Association Limited, The Maryborough Cooperative Dairy 
Association Limited, Dairyfields Milk Suppliers Cooperative Limited and Port Curtis Milk suppliers 
Cooperative Association Limited (Premium 2000) . 
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The establishment of Premium and the Milk Management Committee would provide 
suppliers with a greater voice in negotiations. According to Premium (2000) the 
transitional nature (approval for 4 years) of the proposal gives farmers time to adjust to 
the deregulated environment by increasing the power of farm businesses in negotiations, 
which will provide encouragement to invest in technology which improves production 
efficiencies. 
Under the rules governing the collective bargaining arrangements, farm businesses must 
provide six months notice to Premium before ceasing supply and before they would be 
free to negotiate individually with Pauls or any other processor, ensuring Premium could 
guarantee continuity of supply to Pauls. In their draft determination in February 200 l ,  
the ACCC had yet to make a determination in consideration of this aspect of the proposal, 
as they believed the length of this time period may prevent farm businesses from 'opting 
out' of Premium for their own individual arrangements and therefore restrict the scope 
for competition. However their final determination (ACCC 200 1 d) retained this ruling 
as it was put forward by the Premium application. Premium cannot negotiate with any 
other processors; however, Pauls is not limited by an exclusivity arrangement with Premium. 
Nowhere in the application or authorisation is there a notice period that Pauls must adhere 
to, if it chooses not to purchase the milk from Premium or individual suppliers, and 
the ACCC noted this as an area which would also require further consideration (ACCC 
200 lb) .  
This arrangement has obvious benefits to Pauls. Six months i s  a relatively long period given 
that if a farm business was to withdraw supply, Pauls could source supply from elsewhere 
as it is not restricted to buying from Premium. If a farm business was to cease production 
and exit dairying, Pauls would be put in the same position. This restriction would therefore 
appear to be unreasonable as indicated by the ACCC's additional consideration of this 
issue. However the final determination maintaining this ruling, claimed that even if some 
producers chose to negotiate individually this would reduce the anti-competitiveness of this 
rule and was therefore acceptable. 
In their determination the ACCC (200 1 b, 200 1 d) considered that there was an imbalance 
in power between Pauls and its suppliers and that the likely outcomes from the proposed 
arrangements would increase producer's bargaining power. The application to collectively 
negotiate in order to improve the power of one party against the other was not considered 
by the ACCC to be a public benefit in itsel£ They believed however, that Premium 
would not be able to negotiate higher prices with Pauls that would have long-term negative 
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implications for consumers or competition. This is because Pauls can purchase milk from 
other farm businesses in Queensland or interstate, and Premium is restricted to collective 
bargaining with Pauls. For Pauls, the arrangements provide security of supply and 
reduced transaction costs through the ability to negotiate with a single body, rather than 
smaller cooperatives. The public benefits upon which authorisation was granted relate 
to the reduced transaction costs which result in efficiency gains, and allowing for a 
transition period from a regulated to a deregulated industry (ACCC 200 1 b) . The ACCC's 
consideration of the authorisation as a transitionary mechanism is exemplified in the limited 
authorisation period of four years, until 1 July 2005.  
7 .3 .2 Australian Dairy Farmers Federation proposal and authorisation for 
collective negotiation 
The Australian Dairy Farmers Federation on behalf of all Australian dairy farmers made a 
broad sweeping application to the ACCC in March 200 1 (ACCC 200 l c)3 • Their proposal 
included the right for dairy farmers to collectively negotiate contract terms with processing 
companies, approval for the ADFF to negotiate on behalf of farmer groups, and to hold 
discussions with supermarkets on the implications of processor contract tenders on farm 
gate prices and dairy farm businesses. 
Their arguments in support of their application cover the inequitable bargaining position of 
the many small dairy farm businesses, negotiating individually with a small number of large 
corporate processors. In addition to this, farmers in some regions have only one processing 
company which reduces their choice in selling their product. The ADFF claim that this 
puts farmers at a significant disadvantage in the marketplace and farmers have been put in a 
'take it or leave it' position by some processors in contract propositions since deregulation. 
Group negotiation would therefore put farmers in a stronger position. 
The AD FF also argued that the costs involved in obtaining legal, financial and accounting 
advice by individual dairy farm businesses would increase the cost of production and that 
the ability for farmers to consolidate these expenses would result in significant cost savings. 
The public benefits, which the ADFF claim would result from their proposal, are: 
o The creation of countervailing power in favour of dairy farmers resulting in the 
provision of better prices to farmers for their product; 
3 Unless otherwise referenced the information contained within this section has come from ACCC 200 le. 
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o Facilitating a smooth transition to deregulation through providing assistance to farmers 
to gain contract negotiation knowledge and skills thereby enabling farmers to negotiate 
individual contracts in the future; 
o Significant cost savings for farmers as collective negotiation will reduce legal, 
accounting and business advice costs; 
o Collective negotiations will provide farmers with greater opportunities to seek and 
obtain information and advice on their own farm productivity; and 
o Enabling dairy farmers to take advantage of new market opportunities and facilitating 
new entry into the milk/ processing manufacturing market. 
(ACCC 200 l e) 
Submissions were made to the ACCC both supporting and opposing the ADFF application. 
The strongest concerns were in relation to AD FF's involvement in negotiations between 
collective groups of farmers and processors. The ACCC considered that the involvement 
of an industry wide body in negotiations or the potential ability to form a national 
collective bargaining group would distort markets to the detriment of consumers, and 
would undermine recent deregulation. Consequently the interim authorisation granted by 
the ACCC did not approve the role of the AD FF in negotiations and imposed a number 
of conditions limiting collective bargaining groups. The final authorisation (ACCC 2002) , 
while broadening the original limitations, restricted collective bargaining groups to farms 
operating under similar farming and climatic conditions, farms operating within a distance 
from processors over which milk can be economically transported and farms which can 
supply a specialty raw milk product. 
According to the ACCC, while collective bargaining groups would lessen competition, they 
would not force processors to pay prices above competitive market rates. This is because 
dairy farmers and processors could choose not to become involved in collective negotiations, 
processors would be able to purchase milk from where ever they like, and in the purchase 
of that milk compete with other processors, in a marketplace strongly influenced by world 
commodity prices. 
In their authorisation, the ACCC supported the ADFF's arguments that collective 
bargaining groups would allow farmers to develop the knowledge and skills involved in 
negotiating contracts and help them to develop the confidence that they need in future 
individual negotiations. The transition period in which collective bargaining was approved 
(authorisation was granted for a four year period, until July 1 2005) was seen as a way to 
slow the number of efficient farmers leaving the industry, reducing the negative implications 
for rural communities and the farmers remaining in the industry. 
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7.3 .3 Supply cooperatives and collective bargaining: Implications and issues 
If we consider traditional farmer boards (their representativeness, effectiveness and the 
level of farmer involvement) , the idea that collective bargaining groups would improve the 
negotiating skills of the general farming population, as argued by the ADFF and supported 
by the ACCC, is highly questionable. There is only ever a small proportion of farmers 
who can be directly involved as a part of the boards or committees who negotiate with 
processors. When authorisation for collective negotiation is removed and farmers must 
negotiate individually, those farmers who were not involved in the negotiation process will 
most likely not have gained the necessary skills that their counterparts who are a part of the 
boards have done. They will therefore be in the same position that they would have been 
without collective bargaining groups. 
Potentially, collective bargaining groups who operate under the authorisation may go onto 
establish supply groups that take ownership of the milk and on-sell to processors. The 
formation of these groups is already legal under the Trade Practices Act 1 97 4, and could 
therefore operate with or without the authorisation. The long-term success of farmer 
supply groups must therefore be based on more than simply price negotiation. This was 
highlighted by the ADFF ( 1 999) in their Advancing Dairy Australia report, where it was 
argued that groups must also be focussed on providing value to their customers through 
product and service. The success of these groups therefore relies on their customer and 
market focus. 
According to the ADFF (ACCC 200 l c) farmers are limited in their ability to take up 
new marketing opportunities for their milk by being restricted to individual negotiation 
and current processor arrangements. There is evidence in my data to indicate that farmers 
who were considering different marketing opportunities for a proportion of their milk 
were being restricted. Processors were indicating that they would not pick up the milk of 
farmers who supplied any proportion to any other processors, potentially breaching section 
45 of the Trade Practices Act 1 974 by using their power over farmers to restrict supply 
to potential competitors. 
Processors indicated to some farmers interviewed that 'they would not take kindly to 
someone who was bottling milk and you supplied them. That basically in their view would 
breach your contract with them and they would not like that' (Pauls supplier 2000) . 
'There is pressure being put on them (dairy farmers) from the companies who purchase 
their milk. They have been lead to believe that if they even consider doing anything 
themselves that their contract will be torn up. So they are really nervous' (Producer­
processor b 2000) 
1 37 
FARMER BOARDS AND COLLECTIVE BARGAINING GROUPS 
On the other side of the coin, the ADFF have claimed that new processors or manufacturers 
would be limited in their choice of supply, because of the difficulty in negotiating 
contracts with a number of individual farm businesses. This means they typically have 
to on-purchase their milk from existing processors. A£ a small processor discussed in an 
interview conducted in 1 999, because they are a small company their supply requirements 
present risks in having direct contracts with farm businesses. The major risk to farm 
businesses, if the processor does not require the milk at the time at which it is produced 
that farmer may be left without a buyer or the processor if bound by the contract 
would have to undertake uneconomic processing. At the time of the interview the small 
processor purchased their milk from a major processor when required. This did not allow 
them control over milk quality or composition even in a regulated industry environment. 
Contracts with individual farm businesses or a group of farms would provide the processor 
with the ability to meet their requirements in quality and composition and was an option 
they were considering in a fully deregulated industry. The ability for small processors 
to negotiate with a small group of farm businesses (who potentially also supply other 
processors) may prove to be a more profitable option in the future. 
Under the second ACCC authorisation (ADFF proposal), collective negotiation would 
provide farmers with the capacity to supply more than one processor, allowing new 
processor entrants more supply options and farmer supply group using collective 
negotiation to better utilise spot markets (ACCC 200 lc) .  There are two points to make in 
relation to this conclusion made by the ACCC. The formation of supply groups is already 
possible without approval for collective bargaining, however the majority of farm businesses 
and processors have not seen the need to move toward these arrangements in the regulated 
environment. In the current environment this proposal may also prove difficult. All Pauls 
suppliers in south east Queensland are members of Premium, to whom they must provide 6 
months notice before ceasing supply. The majority of other farmers supply Dairy Farmers 
and although not bound by a legal contract to maintain supply for any period, they are 
a part of an existing cooperative who have made it clear that they are not planning to 
negotiate with supply groups separate to individual supplier members. 
If small supply groups (regional under the ACCC rules) did form to supply new processor 
entrants, they may be restricted in alternative customers (particularly if the major processors 
do not need to or refuse to purchase excess milk from the group) . This is a likely 
scenario given that the third major processor in Queensland, National Foods, also expressed 
their disinterest in working with supply groups, preferring individual contracts with farm 
businesses. 
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The second point in relation to the ACCC conclusion, is that while the AD FF 
authorisation allows farmers to form a collective bargaining group to supply more than one 
processor, Premium is restricted to supplying Pauls only (individual suppliers may supply 
other processors if they cease to be a member of Premium) . This apparent contradiction in 
ACCC approvals, possibly creates a level of uncertainty and confusion for farmers who may 
be looking to take the opportunity to form a supply group. 
7.4 Conclusions 
During periods of uncertainty the importance of maintaining good relationships as a basis 
for successful partnerships in the future is paramount. The relationships between milk 
processors and dairy farm businesses in the Queensland dairy industry have been strained 
under the changes associated with deregulation. The core aspects of supply, communication 
and negotiation, and advice, have continued to evolve in this period of uncertainty and 
regulatory change. It is clear that the traditional relationship characteristics and mindsets 
established in a highly regulated industry shaped the development of the relationships that 
exist today and will continue to shape relationships as change occurs in the commercial 
environment. The role that each party played in moving those relationships forward was 
shaped by paradigms and perceptions, and the power that each had in negotiating the rules 
for the new relationships. 
The data suggests that processors were holding onto previous experience and imbalances in 
power in relationships, and that farmers were struggling to find the skills and organisation 
to play a role in negotiating new relationships. When interviews were conducted during 
1 998-2000, Premium was not yet in operation, and most farmers, including both Pauls 
and Dairy Farmers suppliers felt that they were not involved in relationship negotiations. 
Farmers expressed dissatisfaction in relation to new supply management systems, milk prices 
and what they perceived as a breakdown in communication. Many comments indicated 
that farmers felt processors were dictating their decisions, and that as a result they felt 
dis empowered. 
In the regulated environment, communication links between processors and producers 
were well established through farmer boards and the farm advisory service. However, 
the effectiveness of farmer boards and the farm advisory service even in the regulated 
environment has been questioned by this research. 
While processors valued both the farmer boards and the farm advisory service as a 
means of communicating with their suppliers, their perceptions came from a position of 
control over those aspects of communication. Within the regulated environment farmers 
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were critical of both the farmer boards and farm advisers. Many farmers interviewed 
perceived farmer boards as being ineffective in influencing the processor and limited in 
their representativeness of the farmer suppliers. Farm advisers (particularly processor farm 
advisers) were infrequently mentioned and their advice was perceived to be limited in value. 
Why did the regulated environment develop these perceptions of these communication 
links? My conclusion is that in a regulated environment, where the government dictated the 
rules in supply chain relationships, there was little reason for farmers to be concerned about 
specific processor requirements, since negotiations could not occur on pricing or supply 
management as these were determined by legislation. 
Deregulation changed this and data from the second series of interviews with dairy farmers 
clearly indicates that change. Farmers placed much greater value on both the farmer 
boards (although still questioning their effectiveness) and the farm advisers (for answering 
many of their concerns about deregulation and their milk supply to the processor) . 
An important question to ask is how well pre-existing communication links facilitated 
relationship development in the new, deregulated environment? This research can only 
address this question based on interviews conducted only a few months after deregulation, 
while significant relationship changes were only just beginning to take effect. 
A.5 already hinted at, power plays a major role in the renegotiation of relationships in a 
deregulated industry. Power is closely related to the dependence of one party on another. 
The proportion of sales and profit that a business obtains from a relationship determines 
the level of dependence (Keith, Jackson & Crosby 1 990) . The greater majority of dairy 
farm businesses have their entire milk production purchased by one processor. Their level 
of dependence is therefore extremely high. In addition to this, many farmers, particularly 
in states like Queensland, have only one processor within their region to whom they can 
supply milk. 
It is clear that dairy farmers are in a weak position in supply relationships because of their 
reliance on processors to buy their highly perishable produce. That dependency influences 
the nature of relationships and relationship development. If farm businesses negotiate 
individually, the size of their supply to the processor allows the processor considerable power 
in negotiations. The ability for producers to become involved in collective bargaining or 
go the next step and form a supply cooperative, potentially increases their power in the 
relationship because the size of their collective supply is of considerably more importance to 
the processor's business. While processors may not be dependent on individual producers, 
they are dependent on a critical mass of producers to supply their market requirements 
for milk. 
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The strategies adopted by the cooperative and proprietary processors in the Queensland 
industry differed in terms of supply arrangements and the structure of negotiations with 
farmers . The major similarity between processors was that they made few significant 
changes to key processes underpinning their relationships with their farm business suppliers. 
They maintained a communication link through some form of farmer boards and they 
maintained a farm advisory service in some capacity. 
In the changing environment following deregulation, dairy farmers might have felt they 
had no control over the decisions and changes being made in their business. The use 
of farmer boards and farm advisers as a means of promoting feelings of joint negotiation 
and trust in the decisions was an important strategic decision for processors. They were 
potentially a means for processors to control the responses of suppliers to their changing 
demands. In theoretical terms (Keith et al. 1 990) , if the processor offers the right rewards 
and communication structures, the producer will perceive the relationship as positive, given 
their position of dependence, and respond to that in their business decisions. Chapter 8 
will explore the business management decisions being made on dairy farm in south east 
Queensland both before and after farm gate deregulation. 
14 1  
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DEREGULATION AND DAIRY FARM BUSINESS MANAGEMENT: 
SOUTH EAST QUEENSLAND PERSPECTIVES 
8 . 1 Introduction 
This chapter examines the environment and relationship factors that influenced on-farm 
business management decisions over the period of the research and discusses the 
implications of deregulation on dairy farm businesses. Through analysis and interpretation 
of stage one and four of the data collection this chapter contributes to answering each of the 
research questions with a particular focus on questions two and four. 
Research Question 2. What environment or relationship factors influenced on-farm 
business management decisions in the regulated environment? 
Research Question 4. What business management decisions will lead to sustainable 
growth and development of a dairy farm business in a competitive environment? 
The chapter draws on interviews conducted with 22 farm businesses in three regions, 
Burnett, Mary Valley and Fassifern Valley, in late 1 998 and late 2000 (see section 4.3. l 
for details) . These interviews were not designed to make individual assessments of farm 
business plans or financial situations. In line with the interview paradigm they were 
designed to gain an appreciation of the perspectives, attitudes and experiences of dairy 
farmers in south east Queensland during a period of industry instability. There was a focus 
on the social context in which dairy farmers were making business decisions in the changing 
industry environment. 
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The interviews concentrated on farmer's perceptions of and attitudes toward:-
o Regulations, deregulation and the implications for their farm business; 
o Industry organisations, industry advisers and consultants, and the business 
management programs conducted for farm businesses in the industry; 
o Processors, farm advisers and farmer boards ; and 
o Practical on-farm business management decisions, in the past, present and future. 
The first interview conducted with dairy farmers provided an interesting insight into 
the way they saw the industry operating and the value they placed on the regulations 
that controlled the industry. Their discussion highlighted many facets of dairy farming 
culture that would influence how they managed their businesses in a deregulated industry 
environment. 
The interviews conducted in September-October 2000 took place close to the event 
of deregulation, with very little settling out period for farm businesses. They provide 
some insight into perceptions influencing farm business management in a deregulated 
environment, the new drivers, the changing paradigms and the outlook for farm business 
management in the competitive environment. 
Changes in the industry environment associated with deregulation have had varying effects 
on farm businesses. This diversity is reflected in the range of comments made by farmers 
interviewed. By contrast, the comments reveal common characteristics among agricultural 
producers in attitudes toward business management, and approaches to deal with significant 
changes in their business operating environment. 
Responses from the interviews with supply chain participants (data collection stage two) 
and interviews with farm advisers (data collection stage three) provide additional support 
to the discussion. 
8 . 1 .2 Farm business management in south east Queensland 
In 1 998 (at the time the first interview was conducted) there were 1 678 dairy farm 
businesses in Queensland, of which 1 325 were in south east Queensland (QDO annual 
reports 1 998 and 1 999) . The following tables (Table 8. 1 and 8 .2) present a comparison 
of base farm figures for national, Queensland, and south east Queensland dairy farm 
businesses, as well as the farm businesses interviewed. 
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Table 8 . 1 Comparison of base farm figures for national, Queensland, south east Queensland 
and interview sample 
�verage Statistics National * Queensland* South east Interview 
sample 1 998 Queensland# 
No. of hectares 1 80 239 1 67 (effective 97 (effective 
dairy area 1) dairy area) 
No. of dairy cows/farm 1 50 1 1 2 1 27 1 1 5 
Production/farm 7 1 1 600 463356 64 1 470 658422 
Production/ cow 4744 4 1 3 8  5063 5 500 
Sources : *National & Queensland figures -Australian Dairy Corporation 1 998, 
Australian Dairy Corporation 2000 
#South East Queensland figures - Bake et al. 2000 
Table 8 .2 Interview sample base farm figures: Comparison of regions and QDAS for south 
east Queensland 
Farm figures Burnett region Mary Valley Fassifern Valley Sample Average SEQ average 
(average) region region (QDAS)* 
Effective dairy 145 68 78 97 100 
area 
No. of milking 103 1 28 1 16 1 16 1 04 
cows/farm 
Milk production 662226 608333 704706 658422 641470 
Production/ cow 6008 488 1 5639 5509 5063 
% Quota 52 46 5 1  50 46 
Average no. of 27 17 26 23 n/a 
years in dairyin! 
Source: * South East Queensland figures - QDAS2 (Bake et al. 2000) 
The dairy farms in the Burnett region were on average greater in land size, with a smaller 
number of cows and with a greater average production per cow than the Mary Valley or 
Fassifern regions. The Fassifern region had the greatest milk production per effective dairy 
1 Effective dairy area is a figure used by QDAS and refers to the areas used by the dairy herd (milkers, dry 
cows and heifers) (Bake et al. 2000) . 
2 Q DAS figures for 1 998-99 included 269 dairy farms in south east Queensland 
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area of the three regions. In comparison to south east Queensland farms participating 
in QDAS, the farms interviewed for this research had a greater number of milking cows, 
greater production per farm and greater production per cow, with less hectares dedicated 
to the milking herd. Average quota holding was also slightly higher for the Burnett 
and Fassifern region interview groups. However, the sample was close to the south east 
Queensland average and therefore could be considered a representative sample. 
The majority of farms interviewed had herringbone dairies of between four and seventeen 
aside, while two farms had walk through dairies. Only two farmers interviewed had been 
milking for less than 1 0  years, with half the dairy farmers interviewed milking all their 
lives or over 30 years. 
According to Bake et al. (2000), the trends in south east Queensland had followed national 
trends with herd size and production per farm increasing between 1 995 and 1 999. Total 
milk income in cents per litre remained stable over the four year period 1 995- 1 999, while 
variable costs reduced by an average of 3-4 cents per litre. Consequently gross margin 
improved by 3 cents per litre over the same period. QDAS results (Bake et al. 2000) also 
highlight that larger farms, those with more cows and higher production, consistently had 
the greatest financial success. Low cost, larger scale producers will be the continued trend as 
these farmers tend to be more efficient, have economies of scale and generate the returns on 
investment necessary to be viable (Bake et al. 2000) . 
8 .2 Farmer perceptions and attitudes toward deregulation and farm business 
management 
8 .2. 1 Nature of the dairy industry environment over the period of the research 
South east Queensland dairy farmers valued the level of income protection created by 
government regulations and often applauded the structure of the supply management 
system which restricted supply in the marketplace. Stability was the outstanding 
characteristic that farmers identified and valued when discussing the regulated environment 
of the dairy industry. 
'It hasn't got the fluctuations of other industries. Grain, beef, they'll come down seasonally 
as well as they're at a world market situation. And Queensland, we've got 50% of our 
market milk in domestic supply, which stabilises it. That's why I think it's more stable, it's 
been improving over the years, that's what it amounts to. Look back at history, especially 
the last 1 0  years, going up with the CPI figures, milk price rises, yeah it's been good' 
(Pauls supplier 1 998). 
'The biggest strength is that we've got a milk entitlement, and therefore you can do a 
budget. It's the consistency of certainty of income' (Dairy Farmers supplier 1 998). 
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'We've all been leading a sheltered life I suppose. Compared to other industries. You can 
get lulled into a false sense of security in the dairy industry because it has been good for 
so long. Whereas out in the real world, in other industries, it's been bad for a long time. 
Whereas we've all been used to this regular milk cheque, constant price, and you could 
budget accordingly. That may change' (Dairy Farmers supplier 1 998).  
While the industry was regulated for the majority of this research project, the operating 
environment in terms of business planning was uncertain in many respects. This was 
reflected in comments made by farmers. 
'It was a controlled industry. I think that has been its backbone. And we could scream - we 
don't know what is going to happen, we're all uncertain about everything. Ies causing more 
tension for us that we don't need' (Pauls supplier 1 998) .  
'Really we have been told nothing - nobody knows, nobody's going to tell us what is going 
to happen' (Pauls supplier 1 998). 
The uncertainty was contributed to by the political games being played by industry 
organisations and the state and federal governments. The Queensland Government's 
acceptance of the National Competition Review recommendations to continue regulations 
for another five years meant that the signals coming from the Victorian industry and 
processors were in conflict with the state government's approach. 
'We are still no more certain now than we were six months ago as to what's going on. The 
government did a nice little press release to say they had guaranteed it for five years, but 
it's written under in small writing it all depends on what the Victorians do, so we are no 
more certain' (Pauls supplier 1 998). 
Some general conclusions can be drawn from these comments made by farmers. Farmers 
recognised that they had been operating in a stable pricing environment, and that in the 
deregulated environment they would face the challenge of working with more volatile 
prices, and that they would have to adjust how they manage their farm business in this 
environment. 
The operating environment for dairy farm businesses changed enormously over the period 
that this research was conducted. Although the environment continued to have the 
regulated stability of pricing and supply management up until June 2000, the uncertainty 
surrounding the future without those regulations created an environment of apprehension 
and scepticism as the paradigms established under the 'old system' were being challenged. 
Those paradigms and the questioning of the established mindsets will be examined in the 
following subsections. 
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8 .2.2 Attitude toward farming as a business 
Farming has traditionally been treated as a way of life, and in the changing climate 
and more competitive environment of domestic and international markets for agricultural 
products, it has been commonly suggested that this is no longer appropriate or feasible (du 
Faur 1 967, Slater & Throup 1 98 1 ,  Johnson 1 997, Parker 1 997) . Accordingly the need for 
a more business orientated approach to farm management is continually advanced as the 
necessary approach to deal with trade imbalances in international markets and the cost/ price 
squeeze experienced by farm businesses in agriculture world wide (du Faur 1 967, Hollis 
1 997) . Agricultural enterprises must also have an increasing awareness of their position and 
role in a supply chain and manage their business appropriately (Newton 2000) . 
According to du Faur ( 1 967) for successful farm businesses, farmers need to become 
business managers. 
'Farming is a business and not just a way of life, and the most successful farmers are those 
who possess managerial ability to run a complex organisation efficiently and economically'. 
'The most successful farmers usually possess two attributes in common, outstanding 
managerial ability and an awareness of figures which enable them to evaluate farming 
methods, labour, mechanisation, and stock management in relation to costs and returns. '  
(du Faur 1 967, p. 1 9) .  
While academics and industry advisers have been professing the importance of treating 
farming as a business enterprise there are still many within the farming community who 
have not made the fundamental changes in their approach to their farm management. 
'Older farmers don't see it so much as a business - it's a lifestyle - they still don't know 
what their cost of production is and they really don't care as long as enough money comes 
in every month to pay their bills, that's all they worry about. Until they saw there wasn't 
enough money to pay their bills they're not going to start to worry. To them it's not a 
business it's just a farm' (Pauls supplier 1 998) . 
The majority of farmers interviewed however did describe changes occurring in the culture 
of the industry, with increasing focus on managing the farm as a business. 
'There has definitely been a shift in emphasis, amongst the better farms anyway, away from 
a lifestyle thing rather to a business orientated thing' (Dairy Farmers supplier 1 998). 
Some of the younger farmers interviewed (those under 40) were a lot more forceful in their 
opinions of farming as a business and were often very un-accepting of farmers who were 
not willing to change their outlook. 
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'Everything should be looked at as a business. Everybody says farming is a lifestyle, that's a 
load of crap. Why would you have a million dollars invested in a lifestyle, you may as well 
go and buy an apartment at Noosa, stay in it for two weeks of the year and rent it out for 
the rest of the year and you'd make more money' (Pauls supplier 1 998). 
'I consider if people think it's a lifestyle, if they do it because of a lifestyle, they're very 
narrow minded. To want to get up at that time of day, they've got their blinkers on if they 
cannot see anything outside of milking cows' (Pauls supplier 1 998). 
Impending deregulation had had a marked effect on increasing the focus on business 
management at the farming level. 
'Five years ago people weren't saying, if you're not increasing, if you're not improving, if 
you are not planning, if you are not going forward you're going nowhere. That's what 
people say now' (Dairy Farmers supplier 1 998) . 
'There's a lot more people looking at what they are doing, looking at their costs and that 
sort of thing now, because of the uncertainty of things' (Dairy Farmers supplier 1 998). 
Although for decades advisers had encouraged farmers to look at the business side 
of farming, in a regulated environment there was no driving need to improve the 
administrative and strategic planning features of business management. It was clear within 
the dairy industry that as the date for farm gate deregulation came closer there was building 
pressure to start managing the farm as a business with the associated financial analysis 
and planning. 
8 .2.3 Approaches to farm business management 
The various approaches to farm business management discussed by interviewees, reflect 
the individuality of people, with their past experiences and established paradigms. The 
following comments and discussion provide insights into the different cultures within the 
dairy farming community, which can often be explained by age, farm location, length of 
time in dairying, and whether they are generational dairy farmers or relatively new. 
'The fact that it's always been a dairy. I think it's easier if you're in an industry and stay 
there. These people that are in for a while and then they go to something else, they never 
really get interested. Wouldn't have strength in anything. Whereas if you're in the one thing 
and just stay there' (Pauls supplier 1 998). 
'I don't like spending money' (Pauls supplier 1 998) . 
The above comments typify the conservative nature of a section of older, generational 
farmers. They valued the old ways of doing things and although many of them have 
continued to invest in their farm businesses, their comments suggest that they probably 
did so after many other farmers had tried and tested the advancements. Owning land and 
all machinery were highly regarded. Many farmers from this group also considered advice 
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from advisers or consultants to be limited and of little value. It could be concluded that this 
group of farmers had been very insular in their decision making processes. 
'Farming to suit the farm. You have to get the best out of it. It may not be the ideal way 
from everybody else and that's why I avoid these farm walks and field days. You can come 
home horribly dissatisfied with what you're doing. But if you change to the style you saw 
yesterday you may regret it. I think that's a big thing - to know the strengths and the 
capacity of your farm' (Pauls supplier 1 998) . 
It could be argued that at the other end of the spectrum, progressive farmers who are often 
young or new entrants to the industry have a different outlook on the management of 
their dairy farm businesses. 
'The thing with any of them is to have the goal of being long-term participant in the 
industry, that's the main thing. It will be at least 12 months before we've finished our 
development program but we're working toward having everything as it should be, and not 
just plodding along as things are and hope for the best' (Pauls supplier 1 998) . 
Studies show that decision making within farm businesses involves much more than profit 
maximisation and that goals involving family, lifestyle and the environment also influence 
business planning and management (Anosike & Coughenour 1 990) . One of the latest 
farm business management programs, Dairying Beyond 2000 (discussed in greater detail 
in section 8.2 .5) ,  recognised this and talked about a three-fold approach including family, 
finance and farm. 
8 .2.4 Attitude toward farm financial planning and business management using 
decision making tools 
In practice, a focus on business management at the farm level requires the collection of 
financial figures, analysis of costs and returns, examination of the market, and the use 
of these and associated factors in decision making and strategic planning (Parker 1 997) . 
Farm business management authors agree that, in practice, there is a contingent within the 
farming sector that believe 'that keeping records and doing figure work is a waste of time, 
and that their occupation is a physical one only' (du Faur 1 967) . It was not until the 1 950s 
and 60s that the use of financial data was considered useful in farm business management. 
du Faur ( 1 967) discussed farm business accounting and planning as a relatively new, but 
increasingly important endeavour for dairy farm businesses to undertake. 
'The keeping of adequate records, the study of farm accounts, the use of budgets, the 
reading of farming literature, and the summing up and reflection of all these factors are 
vitally important and can lead to increased net returns. Farmers should not begrudge time 
spent on these pursuits' (du Faur 1 967, p. 267) . 
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From du Faur's ( 1 967) comments the majority of dairy farmers were not undertaking 
financial analysis in their business decisions. While Hollis ( 1 997) thirty years later discusses 
this issue in relation to a significant number of farmers. Slater and Throup ( 1 98 1 )  believe 
the aversion to undertaking business planning using farm financial figures comes from the 
original purpose of bookwork for taxation. 
'The need to keep these accounts for tax purposes also engendered a deep suspicion and 
hatred of accounting in the farming community' (Slater & Throup 1 98 1 ) .  
I t  i s  particularly interesting to consider the advice given in  the 1 960s and 1 980s in light 
of the advice being given in the late 1 990s and early 2000s. The advice of recent years 
gives the impression that very little had changed in the general practice of farm business 
management in the dairy industry. According to Johnson ( 1 997) 'often the only financial 
records on the farm are used for tax purposes and not for decision making' . This was the 
case for a number of farmers interviewed during this research. 
A few of the farmers interviewed were unaware of their costs of production in detail. 
'We know how much the income is and how much we can spend and that's it. We make 
our decisions accordingly' (Pauls supplier 1998) . 
'kl long as there's enough money comes in to pay the bills and that, we'll just keep going' 
(Pauls supplier 1 998) .  
While they worked in a regulated industry where income was predictable based on quota 
holding, farmers could match their spending to monthly milk cheques without considering 
the details of cost of production. In direct relation to considering the farm as a business in 
a deregulated environment, understanding costs and returns for business management was 
being recognised as being of increasing importance. 
'People have had to become more accountable for their cost of production. When I came 
here in 85'  no one really knew their cost of production, they just kept doing what their 
father did and so on and if there was money left over well and good, if there wasn't they 
would get more cows next year. But more and more people are now going into analysing 
what they can and can't do and probably more the younger people are going into budget 
strategies. They understand their costs a lot better, not all of them do, but more of them 
do. That would be the biggest change I have seen' (Dairy Farmers supplier 1 998). 
'I think business sense is driving the change, everybody wants to make money' (Dairy 
Farmers supplier 1 998).  
Comments from farmers during interviews indicated that the collection and use of financial 
data was becoming more prevalent, though not necessarily being accepted positively as the 
Queensland industry was preparing for deregulation. 
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'Well its been rammed down our throat at every corner, they're all saying "what's your 
figures, what's your production, you should know what you are doing". I think people are 
becoming more conscious of it. And it's being treated more as a business instead of a job 
to do' (Pauls supplier 1998).  
The majority of farmers interviewed for this research were using the Queensland Dairy 
Accounting Scheme (QDAS) to record their cost of production and other financial business 
performance indicators. Of the group of farmers interviewed who did not participate in 
QDAS half were using other financial data software, believing that QDAS was limited in its 
value as an analytical tool on which to base decisions. 
In preparation for deregulation, the farm advisory service, industry organisations and 
processors were encouraging farmers to become aware of their costs in order to manage their 
businesses with a greater understanding of the financial implications of business decisions. 
They established a number of programs as individual organisations and jointly ran programs 
to increase business management skills among the dairy farming community. In their role 
of advising farmers they also encouraged farmers to seek professional advice on the various 
aspects of running a farm business. 
8 .2. 5 Business management programs: Increasing skills at farm level 
The number of business management programs established by industry organisations, 
government bodies and milk processors suggest that many farmers were having difficulty in 
moving beyond traditional farm management and that workshops, seminars, and training 
days were necessary to develop evidently lacking business management skills within the 
dairy farming community. 
During 1 998 and 1 999, the Queensland Department of Primary Industries were 
encouraging those farmers who weren't participating in QDAS ( 1 300 farmers of the 
total 1 600) to take advantage of the free service while there was still time before 
deregulation. A relatively small proportion of Queensland dairy farms participated in 
formal business management training, through participation in QDAS and programs such 
as SMARTMOVE (QDPI) and other business management courses being run by processor 
and contract farm advisers. 
In mid 1 998, the QDPI began planning for a one day program to update farmers on the 
progress and likely implications of deregulation, incorporating some business planning and 
change management sessions. This attempt failed because of a lack of cohesion between the 
Q D PI and processor groups who felt the existing programs were sufficient. However by 
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mid 1999, a workshop program specifically on deregulation and farm business management 
was successfully initiated in Queensland. 
'With full deregulation being only 1 0  months away, Queensland's 1 600 dairy producers are 
being armed with a new tool in order to turn upheaval into opportunity. Dairying Beyond 
2000 program' (Flynn 1 999b) . 
Dairying Beyond 2000 was the Queensland version of Dairy Business Focus, a DRDC 
initiated workshop series established in Victoria aimed at improving business and financial 
skills in preparation for deregulation, with a focus on farm, financial and family 
components of managing a dairy farm business. Dairying Beyond 2000, with DRDC 
funding and backing from national and state industry organisations, Q D PI, processors, 
regional development programs, rural counselling services and banks was a big budget 
production with some new approaches, but very similar content to existing programs. It 
was heavily promoted and received better attendance than previous programs. However 
this was not necessarily because the program was significantly different in content, other 
than providing updated information on deregulation. Because the external environment 
had changed and the uncertainty associated with the implications of deregulation was of 
concern to a greater proportion of farmers, it could be postulated that this is what improved 
farmer participation. 
Beyond programs directed at the farm business manager, the industry recognised a lack 
of skills and knowledge on business management planning among industry advisers and 
consultants. During interviews with farm advisers this was identified as an issue that 
advisers needed to deal with. 
'At the moment we are doing a lot of financial work and we have sort of dabbled in the 
benchmarking and financial advice but I don't feel confident that we are good enough 
at it to give farmers a full business perspective for the next couple of years' (Contract 
farm adviser 1 999) . 
The industry's solution was the establishment of the Dairy Assist Program by independent 
industry consultants, Jo Eady and Steve Spencer, who had coordinated the Dairying Beyond 
2000 program in Queensland. Dairy Assist, also funded by the Dairy Research and 
Development Corporation, was created to provide the Queensland farm advisory service 
with 'a simple decision making framework that they could use with their dairy clients' 
(www.dairypage.com.au September 2000) . The program encouraged farm advisers to 
facilitate the family planning process, and not simply be the provider of advice or 'the 
answer' as many farm advisers had seen as their role in the past and discussed during 
interviews in 1 999. 
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The programs that were being run in the industry during 1 999 and 2000, therefore 
provided knowledge and some level of skills training to both the advisory service and farm 
businesses as a means of helping them to make the necessary changes for a deregulated 
industry. The fact that farm advisers were both a part of the education process and in need 
of being educated themselves produced an interesting situation in relation to the changes 
occurring in the industry. 
8 .2.6 Attitude of farmers and advisers toward professional advice in on-farm 
business management 
In addition to on-farm business planning and management, some authors (du Faur 1 967, 
Pestana 1 993) also suggest that farmers were not using professional consultants in their 
business assessment or decision making. The data supports this, with a number of farmers 
indicating that they were not only averse to using their financial and business information 
to make decisions, they also didn't seek professional advice in this area. 
'I don't race out and seek DPI every time I do things, because personally I believe they 
are too good at spending other people's money, some of them without having a lot of 
experience. I most often would prefer to go and talk to another farmer, than the DPI' 
(Dairy Farmers supplier 1 998) . 
'I haven't used (local contract farm adviser) much. The only thing I used him for was 
to test my milking machines. The neighbours used him, but I probably gave them more 
useful advice than he gave' (Pauls supplier 2000) . 
The following comments further indicate that many farmers did not value the advice from 
QDPI or contract farm advisers. This has some potentially serious implications for the 
success of farm business programs utilising the skills of people employed in these roles. 
'The DPI involvement, again it's a personal opinion, I don't have a lot of confidence in that 
side of our advice. They have got knowledge but they don't fully understand cash flow. The 
advice I get from (local contract farm adviser) is just out of the question. I don't see them 
as being very practical. It's very difficult to advise somebody, you can't give blanket advice, 
you need to know what people's capabilities are' (Dairy Farmers supplier 2000) . 
'There's the (contract farm advisers) that are technically based, well I think they are just a 
waste of time. You can get better service and you can get QRAA to pay for it. And you 
actually have that consultant working for you then and you feel you can ring him at 9 
o'clock at night. I'll ring him and say "look you said to do this, and I've done it and I 
haven't got the response, what's going on". You can't say that to a DPI person. You can't get 
personal enough' (Dairy Farmers supplier 2000) . 
'The DPI just continually keep pouring information out whether It is relevant to an area 
or not. At the moment as long as they just keep doing little programs and whatever else 
and they fulfil their requirements to be doing something, but the programs they are doing 
aren't always relevant to what is needed, or it duplicates what Pauls advisers are doing' 
(Pauls supplier 2000) . 
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The perceptions of many farmers are in conflict with the widely held perception among 
farm advisers that farm services in the dairy industry have been used extensively by many 
farmers who as a result have become dependent on the services provided. 
'The dairy industry has been a very paternal industry. This is the information, this is how 
you do it. That's how it has always operated because the DPI used to put so much money 
into it' (Contract farm adviser 1999) . 
Although farm advisers valued what they perceived to be a high level of use of farm services, 
they believed that the level of dependence on farm advisory services was a major barrier that 
farmers faced in the future, with potential changes in the nature and level of services. They 
believed that those farmers who had relied heavily on their advice would suffer in a future 
deregulated environment where services would not be as extensive. Although this may have 
been accurate in relation to many of the farmers who worked with the farm advisers, the 
majority of farmers interviewed gave little indication (evidenced in the comments above) 
that they relied on advice from farm advisers, particularly contract or Q D PI advisers. 
The evidence suggests that some farmers would have had very little and probably no 
voluntary contact with farm advisory services, while other farmers were high users. 
Although government and processor policies indicate equality in the level of services 
provided to individual farm businesses, usage varied greatly. This led to contention amongst 
farmers on the value and use of professional farm business advice. While the comments 
made above indicate that some farmers did not use professional advice, other comments 
indicated that farmers did value professional advice but were selective in where that advice 
came from. 
Some dairy farmers placed a high value on the available professional services in the 
dairy industry. The comment below, however, indicates that this farmer was in no way 
'dependant' on a particular advisor or group of advisers. 
'People that influence me would be expert consultants that I employ to answer what I want 
to know, and the DPI. I chair field days every second month and I specifically target them 
for areas that involve farm management practices and the DPI and all the other guests that 
we invite that are specialists' (Dairy Farmers supplier 1 998) . 
The use of farm advisers may have increased in preparation for a deregulated industry, not 
only by more farmers participating in business management programs, but also because 
farmers were required under the Dairy Structural Adjustment Package to complete financial 
business assessments in order to obtain compensation payments. It was another clear 
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attempt by industry organisations and government bodies to make farmers begin to look at 
their cost of production and other financial aspects of running their farm as a business. 
8.3 On-farm business management decisions 
The farmers interviewed varied widely in their understanding of, and skill levels in business 
management. There was also a range of motivations very much related to how long farmers 
had been in the dairy industry, their age and their attitude toward the farm as a lifestyle 
or business. 
Discussion on business management decisions in a regulated environment was very 
production orientated and based on investing in the farm and in many cases growing the 
size of the farm. Although still regulated, the environment in which the 1 998 interviews 
were conducted was often described as uncertain. Predictions on business decisions in 
a deregulated industry were based on past experiences and paradigms established in a 
regulated industry. Strategic management (Millar 1 998, Lewis et al. 1 999) and rural 
adjustment (Stayner 1 994) literature suggests that farmers adopt responses based on their 
past success and that these typical responses will not be sufficient in dealing with significant 
change such as that occurring in the dairy industry as a result of farm gate deregulation. 
In the deregulated environment farmers have been forced to look more closely at the 
business side of their dairy farm, examine their skills, and make decisions including some 
which signal major changes in the management of their farm businesses. 
The following sections will examine practical on-farm business decisions within a regulated 
environment (section 8 .3 . 1 ) ,  an uncertain environment (section 8 .3.2) and a deregulated 
environment (8 .3 .3) , which were discussed by farmers during interviews. 
8 .3 . 1 Business management decisions in a regulated environment 
During the first interview farmers were asked to discuss the major decisions they had made 
in their business over the past five to ten years, depending on how long they had been 
dairy farming for. Discovering what farmers identified as the big decisions they had made 
over the past decade provided an interesting insight into individual approaches to farm 
development and business management in a regulated environment. 
Decisions in any environment are tailored to suit the prevailing conditions or rules 
that govern business behaviour within an industry or a supply chain. The regulated 
environment of the dairy industry, already clearly documented in this thesis, provided farm 
businesses with stable, relatively high farm gate milk prices. It also established a supply 
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management system for the supply of the higher priced milk, which gave advantage to 
farmers who had been in the industry for a number of years or who had invested heavily 
in quota or entitlement. 
Investment in quota/ entitlement 
Because higher average prices could only be received by buying quota in the regulated 
environment the purchase of quota was a significant business decision. Therefore 
investment in quota and year round production under the regulated system had consistently 
been the most profitable approach. The culture and structure of farm businesses was such 
that farmers did not believe their farm could be viable without higher priced quota milk 
to increase their average price/litre. 
'It was a big decision alright, because we were going to go bloody broke, if we didn't. We 
started with a very small quota, just 25 litres. We just had to get in and borrow some more 
money and buy some quota. And since we have purchased the quota we have made some 
significant improvements. We were standing still, now we're in a lot healthier position to 
pay off our loan and again make further improvements' (Dairy Farmers supplier 1 998). 
'Buying quota increases your bring home pay. For years we have had one of the highest 
gross margins per cow and that's simply because of the amount of quota we have had' 
(Dairy Farmers supplier 1 998) . 
Production management decisions made in a regulated environment were clearly governed 
by farmer's entitlement holding and associated premium prices, in conjunction with 
processor pricing for manufacturing milk. The much lower prices being received for 
manufacturing milk influenced farmer's decisions on their level of production. For farmers 
with relatively high production costs and a large proportion of milk supplied as quota milk, 
maintaining production close to their quota holding maximised their returns. 
'The amount paid for manufacturing milk is such that you don't bother producing any 
more. Once you know your figures and what your costs are then yes that influences. You're 
not going to put 1 00% over quota because it isn't worth it. It could have a negative effect' 
(Pauls supplier 1 998). 
This approach to production management has had a range of implications in a deregulated 
market, depending on which processor farmers supply and the buying strategies of each 
Queensland processor. These implications will be discussed in more detail in section 8 .3.3 . 
Capital investment decisions 
The data shows that farm development decisions in a regulated environment commonly 
ranged from purchasing more land, to upgrading machinery and the dairy. These decisions 
were influenced by the farmers' desire to grow their farm business, to adopt technological 
improvements to increase efficiency and profitability, and/or to make life easier. Most of 
1 57 
BUSINESS MANAGEMENT ON SOUTH EAST QUEENSLAND DAIRY FARMS 
these decisions were made in conjunction with increasing cow numbers (most commonly 
through natural growth rates) . 
'Economic reasons, making more money out of it, you've got to get bigger, to get more 
production per cow, per hectare, to keep in front. As far as I'm concerned it's just a natural 
thing to do, to keep increasing to the potential of the farm, or trying to realise the full 
potential of the farm' (Pauls supplier 1 998) . 
'Whatever I spent money on had to make an immediate cash flow. Increased quota and 
irrigation and a fairly intensive breeding program (to increase numbers and quality) . I 
think the biggest thing that motivates me is the returns, it drives me the whole time. I try 
desperately to minimise costs so that I'm making a decent return on investment' (Dairy 
Farmers supplier 1 998) . 
There were two conflicting approaches to farm business management related in many cases 
to the age of the majority of farmers and the length of time they have been in the dairy 
industry. Many farmers had got their business to a stage where they considered they could 
move into retirement. There was however a proportion of relatively young farmers or new 
entrant farmers who had a different outlook. The two comments below exemplify this 
dichotomy of outlook. 
'We just feel we're coasting along now. I think a lot of farmers in this area are at that stage. 
Some of the farmers on the coast have been there forever and they haven't changed much. 
Everything is just going along' (Pauls supplier 1 998) . 
'The thing with any of them is to have the goal of being a long-term participant in the 
industry, that's the main thing. It will be at least 1 2  months before we've finished our 
development program but we're working toward having everything as it should be, and not 
just plodding along as things are and hope for the best' (Pauls supplier 1 998) . 
8.3 .2 Business management in an uncertain environment and decisions made in 
preparation for deregulation 
Decision making in preparation for deregulation and the way in which these decisions were 
discussed had a different flavour to the way in which farmers discussed past decisions and 
the influences on those decisions. The decision making environment during the final years 
before deregulation was uncertain. Farmers were experiencing a range of emotions from 
anger to despair to cautious optimism. The industry environment and the farmer's attitude 
shaped the decisions they were making during this period and their planning for their farm 
business in the future. 
As each farmer and farm business is very different and individual, this section will highlight 
the broad spectrum of comments and discussion on practical on-farm decisions during this 
period of uncertainty. Most farmers however expressed a conservative approach to making 
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decisions and many felt that continuing with a similar approach and decisions was the safest 
approach given the uncertainty they saw in the future of industry. 
'You've got to watch your own figures closely and do what's economical on your farm. 
And if there is a way of diversifying and a way of increasing your income well that way 
you don't take huge risks, hoping that things are going to go the same way or better' 
(Pauls supplier 1 998) . 
'Nothing has changed greatly, because everything has more or less stagnated. Most people 
have stopped most farm development and anything like that just on the fact that they are 
waiting to see what people further down the line are going to do - look at supermarkets 
and say, "well we've got to wait and see what they do as far as pricing". Anybody that 
is 50 or over seems to have got very nervous and would rather walk away than spend 
any more money. Where most younger people are that far in debt it doesn't make any 
difference' (Pauls supplier 1 998). 
Comments indicate that in the uncertain environment and with impending deregulation, 
farmers felt that they had lost some degree of control over their own destiny. Many 
comments made by farmers talked about decisions which they felt others or circumstances 
were forcing them to make and they were negative toward their situation. 
'They keep telling us we've got to get more efficient, get more production out of cows for 
less input. There are quite a lot of farms around who are actually at their most efficient 
now; they're getting 6,500 litres. That seems to be the benchmark for production before 
it starts to cost you money. So the suggestion is now I've got to milk more cows' (Pauls 
supplier 1 998) . 
There were divergences of view on the best practical business management decisions to 
make in preparation for a deregulated environment. While in a regulated environment, 
business decisions had a focus on farm growth, through capital investment, typically in 
land, quota and equipment upgrades. More conservative investment decisions and debt 
reduction or restructure were the main areas of business management discussed, during this 
period of uncertainty. 
Investment in quota 
Because the buying of quota was an important business decision in the regulated 
environment, this formed an important aspect of the business which was assessed in the 
years leading up to deregulation. The data identified that even when the removal of 
regulations was regarded as a certainty, whether or not to purchase quota was still an 
important management decision for dairy farmers. 
'One of the main things was to get the quota up to a size we felt we needed on this 
area of farm and just consolidate from there on in, have it paid off before deregulation' 
(Pauls supplier 1 998). 
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'The buying of quota 'sort of made it somewhere near a viable operation. We could even 
- well it probably won't happen now - they're changing the whole rules - but we probably 
should long-term be buying more quota. But I think we will just increase production and 
see what happens under the new rules' (Dairy Farmers supplier 1 998) . 
Some farmers believed that either some form of quota system would remain or that their 
quota holding would be compensated in some way. While quota purchases were still 
occurring at the time of the first interview and well into 1 999, some farmers expressed 
caution in spending money on buying more quota. 
We 'stopped purchasing quota that we couldn't have paid off by deregulation' (Pauls 
supplier 1 998) . 
It was very hard for many farmers to move away from the culture of owning and managing 
their cost structure with quota holding. Some farmers on the other hand sold a significant 
proportion of their quota and used the money to invest in improving efficiency levels on 
their farms. The success of the various strategies adopted by farm businesses in relation to 
quota was, in the end, related to the processors to whom they supplied. The strategies of 
processors in sourcing milk to meet their requirements, with the Pauls Dairy Access and 
Dairy Farmers regional market basis for paying premiums on daily milk (outlined in section 
6.2 . 1 ) ,  ultimately determined the best on farm strategy. 
' I  guess people who sold their quota took a gamble, the same as we took a gamble in 
keeping ours. And at this stage we took the right option probably' (Pauls supplier 1 998) . 
Capital investment decisions 
Investment in capital was undertaken by a number of farmers in the uncertain environment 
who saw it as the best option for their farm business. For some it offered security in terms 
of 'owning something at the end of the day', and to reduce the chance of needing capital 
upgrades in the near future with lower incomes. 
'We replaced all our big expense items, cars, utes, motorbikes, four wheeled bikes, tractors, 
irrigators, implements. We sort of went through and replaced all those things that if we had 
to cut back we could' (Pauls supplier 1 998) . 
'We've done road work and stuff like that, spending money now before prices drop' (Dairy 
Farmers supplier 1 998) . 
There were however criticisms of the approach taken by some farmers to invest in capital 
that did not go toward improving efficiency. 
'As long as you watch your spending and don't over capitalise. I think that's where a lot 
of people have come unstuck. Non essential things, and non income producing things' 
(Pauls supplier 1 998) . 
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While some farmers had continued to invest in capital, for many farmers the uncertain 
environment had increased their caution in spending money or investing further in the 
dairy industry. 
'We,re not going to put any more money into the farm. I'm not doing any capital 
investment, (Pauls supplier 1 998) . 
Some farmers described this as a 'stagnation, in investment in farm businesses, identifying 
the cause as the uncertainty surrounding the implications of deregulation. As a number of 
farmers stopped investing in their farm business, many farmers watching this occur were 
concerned with the implications of these decisions for the future of the production sector in 
the Queensland dairy industry. This issue will be discussed further in section 8 .4. 
Debt reduction 
Debt reduction was a decision many farm businesses adopted in preparation for the 
predicted lower prices in a deregulated environment. It was seen as a way of protecting 
the farm business in financially hard times. This was also a major strategy adopted to 
utilise the DSAP compensation payments and was frequently analysed and discussed by 
farm advisers (Busby 1 999) . 
'I guess what we are saying is because the future is so uncertain and we,ve got no way of 
predicting how things will go with deregulation, five year period, get our affairs in order 
as much as possible. Get things paid off to the point so that if we do have a big drop (in 
price) we're not struggling to make ends meet' (Pauls supplier 1 998).  
Cost structures and business plans 
Many farmers during this period of uncertainty and in preparation for deregulation were 
analysing their cost structures and assessing the alternatives of diversifying, leaving dairying, 
investing off-farm or gaining off-farm employment. These types of decisions were evaluated 
in terms of their ability to improve incomes and their potential to support the farm through 
a period of financial stress. Only a small number of farmers discussed leaving the dairy 
industry, even when the development of business plans may have indicated that this was 
possibly the best option. 
'The main thing is basically we evaluated the whole farm, as to what bits were producing 
the major part of the income and what parts of the farm were our weaknesses' (Pauls 
supplier 1998) .  
'We've got to look at our costs pretty closely in the last few years, there's not a whole lot 
more we can do to reduce our costs any more than what we can with this sort of system 
that we've got and it's not cost effective in the low cost grazing system in this sort of 
country, so basically we have to decide what's the bottom line and if it gets below that we'll 
just have to get out of the industry' (Pauls supplier 1 998) .  
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'We have got to be prepared. Have ideas in place and be ready to move with it when it 
happens, (Dairy Farmers supplier 1 998) . 
8 .3 .3  Business management in a deregulated industry 
Predicted responses to a deregulated industry 
During the first interview conducted with dairy farmers in 1 998, farmers were asked 
to discuss their predictions on business management decisions they could make in a 
deregulated industry. All predicted decisions were focussed on options for dealing with 
lower prices. In general the implications of lower prices on decisions fell into three 
categories, the need for greater investment and increasing production (although what to 
invest in varied between farms) , the need to utilise production cost analysis in decision 
making, and the decision to invest less in the farm business and reduce production. 
Farm expansion 
For farm businesses considering their future within the industry, farm expansion was an 
option frequently discussed. The methods of expansion were discussed in much greater 
detail in the second interview when more farmers had actually begun to make changes in 
their farm business. Expanding the farm business through increasing land size, herd size 
and production has been an approach that has been continually adopted within agricultural 
industries in response to lower incomes in real terms, the need to build economies of scale, 
and the ability to do so through adopting new technologies (Stayner 1 994) . 
Production cost and business analysis 
Focussing on business plans and utilising cost of production and other farm financial data 
to make decisions was a proactive approach taken by farmers. It indicates a more positive 
attitude held by some farmers. 
'If you target your farm practices to try and be above average in your production costs, you 
will still survive. I believe that we will probably go through a fairly rough patch in the next 
three or four years, but once it all settles down I don't think we will be any worse off than 
we are now, (Dairy Farmers supplier 1 998) . 
'Just keeping a close eye on production costs, a little bit finer than I have. I've just 
upgraded with a computer that I can just touch base whenever I want to, to know exactly 
where I am sitting. Luckily it's always where I think I am' (Dairy Farmers supplier 1 998). 
Reduced production and investment 
The predicted decision to reduce production was an approach which reduced the 
investment necessary in increasing the herd, supplementary feeding, pasture maintenance 
and other costs that add to variable costs, thereby lowering total production costs. 
Historically, this production management decision had been associated with the price 
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differential between premium quota milk prices and lower manufacturing milk prices. A 
decision made by many farmers, in preparation for deregulation, was to reduce production 
to a level closer to their quota holding, thereby increasing their average price. 
'We just scale down our percentage over quota. There's not much point producing 1 30% 
or whatever over quota if you're not getting much for it. So they (processors) will probably 
find themselves a bit short of manufacturing milk, and then they tend to look to bring it 
up from Victoria which isn't good either' (Pauls supplier 1 998).  
Reduced investment in lifestyle, in the local community and the environment were also 
discussed as possible options for coping with lower prices predicted in a deregulated 
environment, but are approaches that were identified as having negative long-term social 
impacts. 
'At the end of the day it will get down to a stage where people will be surviving day to day 
and there will be a hell of a lot of long-term damage done before a lot of people in the 
industry will see the writing on the wall' (Dairy Farmers supplier 1 998). 
'It may get to the point where farmers say 'we'd like to do things to look after the 
environment but if the consumer is not prepared to pay for the product we can't afford to 
do it' (Dairy Farmers supplier 1 998). 
In a study of coping strategies of Australian farmers to change in the 1 990's, Gray, 
Lawrence and Dunn ( 1 993) found that a common strategy was for farmers to reduce 
farm expenditure or 'tighten their belt' . Stayner ( 1 994) also reported that 'cost cutting' 
in its variety of forms to be a normal practice in Australian agriculture. These decisions 
however restrict possible future strategies by reducing a business's capacity to respond to 
more positive signals in the future. For many older farmers or other farmers considering 
leaving the industry in the near future, cost cutting methods are less risky strategies and 
would allow them to 'hang on' until they are ready to retire or leave dairying. 
Responses in a deregulated industry 
Farmers were interviewed for a second time in September-October 2000, only months after 
deregulation at the farm gate. Their discussion on business decisions in a deregulated 
industry again had a different flavour and different emotional guidance, but decisions being 
made were very similar to predicted responses. 
Farm expansion, business management and financial planning 
The majority of farmers interviewed were increasing production, through a number of 
means depending on their farm and financial situation. Some farmers had purchased or 
leased more land to expand, in conjunction with increasing herd numbers, while some 
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farmers had focussed on the herd by increasing numbers, improving genetics and feed 
management. 
'Because of deregulation, to survive we are going to have to produce more milk on this 
farm, that's all there is to it. Because of lower prices, you can only increase production. 
There are very few options after that' (Dairy Farmers supplier 2000) . 
'With the result of deregulation being a lot more severe than we thought, we're striving 
to increase production quite considerably and grow most of our feed rather than buy it 
in' (Dairy Farmers supplier 2000) . 
Increasing the volume of production, although a desirable response from the processor 
perspective in light of the number of farms leaving the industry, was a decision made 
primarily in response to lower milk prices. The goal of this decision was to spread the costs 
of production over more litres to improve returns, rather than increasing production based 
on improved returns. According to one farmer increasing production to offset lower milk 
prices may not be the most practical decision from a business perspective. 
'You have to tie it back to your capital investment. You might be better off putting it into 
shares, get your 8% or fully franked get 5%. At the moment that would be a hell of a lot 
better than dairy farming, by a mile. I could sit on the beach. A lot of people know nothing 
else and aren't game to sell up and do something else' (Dairy Farmers supplier 2000). 
Financially driven decisions such as farm expansion, along with reducing and restructuring 
debt, would have been influenced to some degree by the extent of each farm's DSAP 
payments, although farmers made little direct reference to the payments. 
Farmers' comments indicate that the commercial environment was also driving decisions 
to reduce costs and continue to improve farm efficiency. While some considered this 
part of continuous farm management, others viewed this negatively. Discussion during 
interviews revealed that some farmers resented the pressures to continue increasing the size 
of their business and to reduce costs. My conclusion is that this was directly related to 
the resentment felt toward government for removing price support, toward processors for 
paying lower prices and toward supermarkets who they saw as driving the lower prices. 
'Cut our costs. But at the moment we are short of feed. We have cut costs a bit, they ram 
it down our necks all the time. We're not just wasting money for the sake of it' (Dairy 
Farmers supplier 2000) . 
'I think between GST and deregulation we all went a bit tight fisted, for a while. Maybe 
not because we had to but because something in the back of our mind told us that's the 
way it had to be for a while' (Pauls supplier 2000) . 
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'Be it right or wrong though, there's a belief within a lot of people in the industry, that 
when we come into a deregulated industry and get a price squeeze, you're going to have 
to be a bigger producer of milk to be viable. That's an entirely debatable point too, and 
it comes back entirely to how they decide to pay for milk in the future' (Dairy Farmers 
supplier 1 998) . 
There was still a considerable degree of conservatism among some farmers. 
'With the way things are at the moment we will wait and see' (Dairy Farmers supplier 
2000) . 
'We have to carry on regardless until things settle down. Don't make any rash decisions' 
(Dairy Farmers supplier 2000) . 
Some farmers interviewed were talking about the eventual closure of their dairy business 
and their options personally and for their family members who were also a part of the 
farm business. One farm business interviewed during the first interview series had left the 
dairy industry and moved into beef production (This farm business was not included in 
the second interview series) . 
'I don't think I will be able to keep going past June next year. I don't see any benefit in 
doing it. The price isn't going to change in the near future' (Pauls supplier 2000) . 
Farm business management decisions in the future will be based on gaining the most 
from milk pricing and supply management contracts with processors. These include 
production volume, component values, seasonal profile, adherence to milk quality 
parameters, compliance with HACCP, location of supply and adherence to planned or 
forecast production (ADFF 1 999) . Each of these drivers of future decisions was mentioned 
by at least one of the farm businesses interviewed. 
Diversification, niche marketing and alternative business structures 
Among the farmers interviewed there were a few who were examining options such as 
diversification, processing or manufacturing their own milk and niche marketing, and 
one dairy farm business that was already operating with an alternative ownership and 
management structure. Two additional interviews with farmers and one with a non-farmer 
member of the Burnett Valley Cheesemakers Association were undertaken in late 1 999, 
in order to build a better picture of some of the options being considered by farmers in 
preparation for deregulation. 
The diversification option explicitly discussed by one farmer was the potential of his farm, 
in terms of location to markets and irrigation capacity, to grow watermelons and other fruit 
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and vegetables. He believed this option might be viable if continuing to increase milk 
production was no longer profitable. 
A few farmers were investigating opportunities to process their own milk or to have their 
milk processed under their own brand. The farmers who were a part of this research 
(apart from Schroeder interviewed as a part of the supply chain sample) had yet to begin 
processing their own milk. The financial viability of any venture was a key concern, 
but other factors such as the implications for their relationship with the major processors 
(highlighted in section 7.3 .3) was influencing strongly the decisions they were making. In 
the months following deregulation a number of other farmers launched their own products 
onto the market, the majority were bottled fresh milk. 
Some farmers were sceptical about the intentions of those farmers looking at alternative 
options for the processing of their milk, which I believe highlights the culture within the 
dairy industry of remaining unified and farmers being equal (see section 6.2.2) . 
'someone just jockeying for their own personal gain - I don't suppose there is anything 
wrong with that - but you either run an industry or you don't run an industry' (Pauls 
supplier 1 998). 
As mentioned, one of the farm businesses interviewed had an alternative management 
structure, which consisted of a partnership between neighbouring farms. The joint 
ownership (of land, herd and machinery) and management structure assisted in achieving 
economies of size. 
Although the majority of farmers interviewed were not discussing alternative business 
management structures there are many options available to farm businesses. Some 
approaches offered by Napier ( 1 999) focus on overcoming constraints on capital through 
leasing land for expansion rather than purchase, share farming and joint ownership of 
machinery. Each of these allow for farm expansion without the full capital expenditure 
being borne by one business, allowing flexibility with operating capital. These options 
require a higher degree of professional business management, but for small farm businesses 
with excellent business management, working more closely with other farmers can improve 
the profitability of each farming unit and put those businesses in a position to benefit from 
new relationship development, both up and down the supply chain. 
8.3.4 Conclusions 
For most farmers decision making on dairy farm businesses in a regulated industry was 
influenced strongly by quota and the management of production to maximise the regulated 
166 
CHAPTER 8 
system. In a deregulated industry there was the adoption of strategies to deal with much 
lower milk prices and decisions strongly influenced by processor supply management and 
pricing systems. There were only a small number of farm businesses within the sample 
group investigating alternatives to dairy farming in the traditional sense. Most, if not all, 
had a very strong connection to their farm and the dairy industry. They therefore saw 
their main choice was to work within the new industry environment in the best way that 
they could. 
8 .4 Future structure of the production sector 
Farmer perceptions on the future structure of the production sector provide an interesting 
insight into issues that will influence the future make up of the production sector. 
The characteristics of this sector's structure in the future will have implications for the 
development of relationships between farm businesses, and between farm businesses and 
processors. 
In 1 996, 80% of dairy farmers in Queensland were over the age of 40, while 52% were 
greater than 50 years of age (Murray 1 996) . Interviewees recognised that this aging 
population of farmers would present a number of issues for the development of the industry 
in the future, particularly the future size of the Queensland industry. 
' I  suppose the other thing that is very much against the dairy industry is, because of the 
cost of getting involved in it, there is too many older people in it, especially in Queensland, 
and that gives it a very backward outlook. Because for the majority of older people it 
doesn't matter how good things are, they've never got any money, nothing is ever going 
right' (Pauls supplier 1 998) . 
'There's a stack of people 65 and above and they'll just die out of the industry and that's 
all they'll do. They'll never make any steps forward and on sell their farms. Their farms will 
just shut up. And I think that is one of the most uncertain things about the industry. How 
many people are going to be left?' (Pauls supplier 1 998). 
'The ones that are going out of the industry are the ones who haven't moved with the 
change or they are getting old and haven't got any one to take over. There are people 
who have got pick ups of 200 litres of milk. They are dinosaurs in the industry. I mean 
it's bloody hard but we would be better off without those sort of people in the industry' 
(Dairy Farmers supplier 1 998). 
Comments from some older farmers reinforce the predicted outcome, of farmers leaving the 
industry with a resulting reduction in farm numbers. 
'If it gets bad we'll just get out, because we're not going to be relying on peasant operation 
to sustain the dairy industry. We've done that before and I'm getting a bit old for that. 
We'll put up a bit of a fight for a couple of years but if it gets that bad that we j ust can't see 
any future well we'll just get out of dairying' (Dairy Farmers supplier 1 998) . 
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The data revealed that farmers with big debts were generally seen as being a high risk group 
of farmers who may be forced to leave the industry. 
'The ones with the biggest debt are the ones that will go out. And that's generally the 
younger farmers' (Pauls supplier 1 998) .  
In general the farmers interviewed were predicting that many farmers would choose or 
would be forced for financial reasons to leave the dairy industry. Comments from farmers 
also indicate that they didn't believe new farms would enter the dairy industry in the newly 
deregulated environment. 
Another change in the production sector would be a continuing trend toward larger farms. 
'I do think what will happen is we're going to see more 1 OOO cow dairies probably. I 
personally hate the thought, because I have always said, five small farms put more back 
into the system than one big one' (Pauls supplier 1 998) . 
Given comments made by farmers, and the focus of recent research (Allen 1 998, Davey 
and Nettle 1 998, Flood 1 998), the size and growth strategies of farm businesses is an issue 
of contention. This is an important consideration for future farm business management 
decisions, particularly given that the majority of farm businesses interviewed were looking at 
expansion options (see section 8.3 .3) . 
'I think the big guys will feel deregulation far more than us little guys. They have been 
telling us for the last 25 years "little dairy farmers won't be around", well the ones that stay 
will do quite well' (Dairy Farmers supplier 1 998) . 
'I reakon some of the big fellas are going to get out (because of big debts) and if too many 
of the big fellas get out it is going to affect the profitability of the processor. And that's 
when it's going to have some effect across all suppliers' (Dairy Farmers supplier 1 998) . 
While some of the smaller farmers with very low or no debt levels believed they would be 
the most viable, farm advisers and industry and government bodies have been encouraging 
farms to get bigger, based on farm expansion strategies (see section 8 . 1 .2) .  
8 . 5  Implications of  changes in  farm business management and the 
production sector on supply chain development in the Queensland dairy 
industry 
One of the key changes occurring within the production sector, was that dairy farming 
was being treated as a business by more farmers (highlighted in section 8 .2.2) .  It could be 
assumed that this meant more farmers were increasing their skills and knowledge of business 
management planning and practice. Ultimately this should mean that more farmers are 
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becoming more knowledgable on their position in the supply chain. This knowledge is a 
key foundation for relationship negotiation and development in a deregulated environment, 
helping farmers to determine whom they wish to work with, both horizontally and 
vertically in the dairy-food chain (Newton 2000) . However with the wide range of skill 
and knowledge levels among dairy farmers it could be predicted that farmers would be at 
different levels in thinking about supply chain relationships. Furthermore, the conservative 
approach to changes in farm business management demonstrated by the majority of 
farmers interviewed may slow progression toward supply chain thinking and relationship 
development. 
Many farmers considered regulations as the only means of ensuring some level of security 
in their business environment. There was also a degree of resentment among dairy farmers 
toward retailers, processors, governments, industry organisations and even other farmers 
who had already changed their management practices . It appeared that there was very little 
consideration of alternative methods of establishing a level of security through relationships. 
It may be concluded that farmers expected to continue to supply milk in the same way that 
they had in the regulated industry. 
That belief may have influenced management decisions. There has been a continuing trend 
within the production sector for farms to increase in size and to improve efficiency levels 
(refer to section 8 .3 .3) . While farmers adopted strategies to achieve these outcomes in 
preparation for a deregulated environment, this approach may be considered a minimum 
requirement. Increasing production and managing costs, basically just keeps Queensland 
farmers in the game, when they are now competing with southern state farmers in a 
nationally focussed industry. 
The trend toward a smaller number of larger farms, which are more business orientated, 
potentially creates a positive environment for supply chain relationship development. With 
no individual dairy farm businesses of a size large enough to negotiate on an equal 
footing with the major processors, it could be assumed that the recent ACCC approvals 
for joint negotiation would have made farmers more aware of the potential approaches 
to relationship development of which they may choose to be a part. However, this was 
not something that was being discussed by farm businesses at the time of the interviews 
conducted for this research. Conclusions can therefore not be made on the perceptions or 
attitudes of farmers toward the ACCC rulings, however future responses may be predicted, 
based on responses made by farmers in relation to negotiations and relationships with 
processors. 
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The move toward improved coordination within south east Queensland dairy-food chains 
has not shown to be a natural strategic response to a deregulated industry. & discussed 
in Chapters 6 and 7 the existing communication mechanisms have been relied upon, with 
minimum change in approach, to manage relationships through the process of deregulation. 
It has been dearly evident from farmer comments that they perceived a decrease in the 
levels of trust and communication, interestingly the strongest dissatisfaction came from 
cooperative farmers. While processors have begun to assume the role of chain leader, 
given comments made by managers during interviews, their attempts have possibly been 
hampered by some of their own responses to different situations and the perceptions and 
attitudes of farmers, farmer board members and members of the farm advisory service. 
It could be concluded that an important consideration for the industry now, is where 
the leadership to drive dairy-food chain development will come from. It may be argued 
that it needs to come from all levels in the supply chain and not simply be driven top 
down. This may require farm businesses to take up opportunities afforded by the ability 
to form collective bargaining groups and to look further into the future role of horizontal 
coordination. 
8 . 5 . 1 How perceptions of business management may influence supply chain 
thinking? 
More than anything, management skills will determine the success of farm businesses in 
the future. These business management skills will need to include skills which enable 
farm businesses to play a role in relationship development with their customers, other farm 
businesses and their suppliers. Farm businesses will increasingly need to have the ability to 
manage their direct links in the supply chain and the ability to understand the marketplace 
in which their chain is operating. In order to be successful in doing this, farmers need 
to seek information, analyse trends and understand the implications for their business. 
Essentially it requires maintaining effective communication (ensuring that they gather and 
understand all available information and learn to ask the right questions) with chain 
partners (suppliers, other farm businesses and customers), and remaining adaptable and 
flexible to progressive change in both the internal (family and farm) and external (markets 
and customers) environments in which the farm business operates. In order to be successful 
in these new roles, farmers may need the coordination and support of being a member of 
a group (Fearne 1 998) . 
The main barriers to supply chain thinking at the farm business level are the perceptions 
and attitudes held toward financial and business planning, the use of professional advice, 
and spending time and money on these two aspects of business management. Within the 
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dairy industry there was a culture of receiving free or heavily subsidised training or on-farm 
advice, which contributed to this attitude. On the other hand there are many farmers who 
have historically not used consultants or advisers because they have had limited faith in their 
advice, making those farmers very individualistic. These factors may restrict a move to more 
supply chain orientated approaches because supply chains are about being able to deal with 
people, cooperating to achieve scale, and negotiating with customers and suppliers . 
An additional barrier identified by this research was the growing resentment toward 
retailers, processors, governments, industry organisations and even other farmers who had 
already changed their management practices. These attitudes may hinder farmers from 
thinking strategically about their relationships, as individuals or as groups, and slow future 
negotiations. 
8 . 6  Conclusions 
Milk price and farm financial situation had the greatest bearing on farm business 
management decisions in a regulated environment and will continue to do so in a 
deregulated environment. What is important to remember is that individual farmers have 
different approaches to understanding and managing this side of their business. 
While the regulated environment had provided financial stability, farmers mentioned that 
change had always been a characteristic of other aspects of the industry environment 
and their business management. However some farmers believed that deregulation was 
simply another incremental change, that could be managed using the same principles 
or paradigms that had been successful in the past. This may have hindered farmers in 
making the fundamental changes in their mindsets and therefore limited their ability to 
make the management decisions appropriate to the very different competitive nature of the 
deregulated environment. According to Lewis et al. ( 1 999) , the reason people find major 
change difficult is because it is naturally hard for people to give up behaviours that are 
known to be effective or have led to successful outcomes in the past. 
'This is not "resistance to change"; this is the behaviour of thoughtful and experienced 
people who naturally place more confidence in what they know to be true about the past, 
than in what someone claims to be true about the future' (Lewis et al. 1 999, p. 292) . 
The way they think and the way they viewed their industry and business, their paradigms, 
determined the decisions that farm business managers were making. Breaking away from 
traditional ways of thinking about and doing things is essential for strategic change and 
it is strategic change which is essential when there are major changes in the competitive 
environment of a business (Lewis et al 1 999) . 
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Interestingly, the advice being provided to dairy farm businesses in preparation for 
deregulation was essentially the same advice that had been given in the past. This indicates 
that those in advisory positions (farm advisers, industry organisations, government bodies) 
were also finding it difficult to break established paradigms. Lewis et al ( 1 999) believed 
that it takes a crisis or dilemma - a major change in the external environment to force 
fundamental changes. Therefore it could be assumed that the years of trying to get 
the majority of dairy farmers to manage their farm as a business using tools of business 
management, were not broadly successful because within a regulatory framework the 
stimulus in the external environment did not exist. 
Following on from that argument, the removal of regulations ultimately produces an 
operating environment which provides the stimulus for farm businesses and the broader 
support mechanisms (advisory services and industry organisations) to look beyond 
traditional approaches to business management and industry relationships. Farm businesses 
need to understand their position in the dairy-food chain and look beyond their individual 
businesses, seeing the future success of their business not only in their own good 
management, but in the successful management of relationships with supply chain partners. 
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CONCLUSIONS AND IMPLICATIONS: DAIRY-FOOD CHAIN 
RELATIONSHIPS AND BUSINESS MANAGEMENT ON QUEENSLAND 
DAIRY FARMS IN A DEREGULATED ENVIRONMENT 
9 . 1  Introduction 
This research explored the process of deregulation and its impacts on the south east 
Queensland dairy industry from the perspectives of industry participants. The nature of 
the environment and relationships before and during deregulation, and the implications 
of deregulation for dairy farm business management were analysed in Chapters 2, 5 ,  
6, 7 and 8, within the theoretical framework of supply chain management, outlined in 
Chapter 3. This chapter presents the final conclusions of this research in light of evidence 
provided within this dissertation and addresses the final research question: what business 
management decisions will lead to sustainable growth and development of a dairy farm 
business in a competitive environment? In the final sections of this chapter, a summary 
of the implications of this research for policy, practice and theory, and implications for 
future research are presented. 
This thesis supports supply chain theory and its associated principles as an appropriate 
research approach to examining relationships in the dairy industry, and as a basis for 
renegotiating or establishing relationships between participants in agri-food chains. 
9 . 1 . 1  Research purpose, focus and adaptation to the changes in the industry 
environment 
This research project was initiated by the Dairy Research and Development Corporation in 
expectation that the fundamental drivers of decision making in dairy farm businesses would 
change as the industry deregulated. The central purpose of this research was to determine 
what would constitute sustainable business management decision making on Queensland 
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dairy farms in a deregulated industry. In meeting this central purpose, the research 
design could have followed a number of possible directions, including analysing transaction 
costs and key financial benchmarks for farm businesses, or developing a workshop or 
extension program exploring participatory learning as an approach to improving business 
management skills within the production sector. 
Instead, this research sought insights through an analysis of industry relationships during 
the process of deregulation and of how those relationships influenced decision making 
within dairy farm businesses. The methodological paradigm chosen, a constructivist/ 
interpretivist approach, allowed the discovery of people's perceptions and lent itself to the 
study of relationships within an agri-food chain and of the adaptation process of people 
within the industry. The aim was to develop a deeper understanding of individuals, 
of relationships and interactions, and of the environment as it was seen and shaped by 
individuals. The theoretical grounding in supply chain management was considered the 
most useful and appropriate, as supply chain management generally focuses on describing, 
understanding and improving relationships within chains, and improving the success 
of individual businesses in competitive industry environments. The combination of 
paradigm and theory chosen as the foundation for this research allowed the formation 
of research questions which broadly examined changing government policy, industry 
structural change, relationship development, political and economic power plays, the 
perceptions of these issues held by people within the industry and how those perceptions 
influenced relationships and industry structure. This research has shown that the process 
of deregulation is as much about the understanding of social changes (those associated with 
coping strategies and decision making behaviour of farmers and relationship changes) in the 
industry as the process of government policy change or changes in production economics. 
The examination of these broader areas of industry change and development provided a 
useful perspective from which to examine business management decisions on dairy farms. 
9 . 1 .2 Brief review of thesis chapters 
This dissertation began by documenting the legislative history of the dairy industry 
(Chapter 2) . It established that the highly regulated history of the dairy industry had 
shaped the perceptions and values that existed within the industry and that these would 
influence the way the industry adapts to a deregulated environment. Further building the 
understanding of the dairy industry, Chapter 3 focussed on aspects of industry structure. It 
described the existing industry structure and dairy-food chains in south east Queensland. 
This chapter also outlined supply chain management as the theoretical basis from which 
analysis of the regulated industry structure was conducted and established the principles 
that were used to design the fieldwork and interpret data collected. Following this detailed 
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description of the Queensland dairy industry and conceptual framework for the research, 
Chapter 4 presented the reasons for selecting the research approach as most appropriate to 
answer the research questions outlined in Chapter 1 .  The qualitative approach to studying 
supply chain relationships was considered the most feasible to capture the dynamic nature 
of the industry environment over the period of time in which the research was conducted. 
It allowed flexibility in data collection and interpretation. 
Chapters 5 ,  6, 7 and 8 documented the results of the research into the dairy-food chains 
in south east Queensland. The retailer/processor relationship was examined in Chapter 
5 with a number of key issues emerging in relationship development. It was clear that 
there were broadly two types of relationships between processors and retailers, determined 
essentially by the size of the retailer. In the context of deregulation, relationships between 
major supermarket retailers and processors were renegotiated around retailer 'house' brand 
supply. In these relationships retailers were in a greater position of power as the brand 
owner, dictating terms of supply based principally on price, and to a lesser extent on 
service. Because of the structure of the retail and processing sectors, with three major 
supermarket chains and three major national processors, house brand contracts provided the 
supermarkets with the ability to play one processor off against the other, increasing retail 
margins. The power and transaction cost concepts of supply chain management were most 
useful in interpreting the participants' roles in the establishment of these relationships. 
The second type of relationship between processors and smaller retailers was the route 
trade. Essentially these relationships were shaped by more personal relationships often 
facilitated by key individuals within a distribution business. Post farm gate deregulation 
and the abolition of processor franchise regions increased competition between processors, 
between distributors and between retailers. That competition drove processors to build 
relationships with distributors and smaller retailers with a focus on trust, communication 
and encouragement of a level of commitment to the relationship by both parties. 
Chapter 6 focussed on the processor/farm business relationship, examining the key linkage 
mechanisms of supply contracts and farm advisory services. In the deregulated environment 
processors were dictating the terms of the relationship and putting pressure on farm 
businesses to supply more exactly to their requirements through the establishment of 
their new payments systems. Processors demanded that farm businesses conduct quality 
assurance programs and become accredited before June 2000. They invested considerable 
time and resources into ensuring farm businesses were aware of their requirements and one 
of the key resources used was the existing farm advisory service, considered of growing 
importance by both processors and farm businesses. The ability of advisers to adapt their 
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role for the future commercial environment was influenced by traditional paradigms and 
the level of knowledge and skills among advisers. Processor farm advisers' role was to 
continue to ensure that processor requirements were met and ensuring that processors 
continued to have control over their suppliers. QDPI dairy advisers, now separate from 
processor advisory services, have a priority of providing broad social and economic benefits. 
While the opportunity may have existed to become involved in commercial relationship 
development this group of advisers did not have the commercial expertise to become 
involved, and will therefore be mainly restricted to providing technical on-farm advice. 
The processors continued use of the existing communication mechanisms (processor farm 
advisers and farmer boards) in a deregulated environment, to inform farm businesses 
about processor policy or changes that would effect their farm business, reinforced many 
aspects of the pre-deregulation relationships. Although farmers were comfortable with 
those mechanisms and expressed their satisfaction with the level of communication before 
deregulation, many felt that processors were not communicating as effectively or in a 
manner that they considered necessary in the new environment. Many farmers were 
concerned about the low raw milk prices and the fairness of the new supply contracts 
offered by processors and became disenchanted with their processor because of a perceived 
lack of communication. Some also felt a loss of control over their business, their 
comments indicate resentment toward the power of processors and supermarkets to dictate 
their business management practices. These perceptions and concerns were identified as 
significant barriers to the development of closer supply chain relationships. 
The role of farmer boards as a mechanism of communication and negotiation in the 
relationship between processors and farm businesses was examined in Chapter 7. Processors 
valued farmer boards as an additional mechanism for policy and information dissemination. 
Although farmers had many criticisms of the effectiveness and representativeness of farmer 
boards as deregulation approached, they also believed in their importance in the future 
in working toward balancing the power in negotiations between processors and farm 
businesses. However it will require a new set of skills for the farmer board members to 
achieve any balance in power. 
The deregulated environment presented a very different context for the role of farmer 
boards in relationship development between processors and farm businesses. Although 
the more traditional farmer boards appear to have continued in a similar role, the ACCC 
authorisations for collective bargaining, sought by Premium Milk Supply Pty Ltd and 
the Australian Dairy Farmers Federation (ADFF) , provide significant scope for future 
negotiations between processors and groups of farmers. It was concluded that supply 
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groups, in various forms, may begin to seen by farmers in south east Queensland as an 
opportunity to improve the balance of power in their relationship with processors. 
It was however also recognised that the majority of farmers lack the skills and knowledge 
required to negotiate supply contracts with the large national and multi-national processors. 
Becoming a part of a collective bargaining group would not necessarily improve those skills 
among all farmer members because only a small number would be involved in negotiations. 
It was therefore concluded that short-term authorisation for collective bargaining would be 
unlikely to solve this problem as claimed by the ACCC and ADFF, and the use of contract 
assistance in the negotiation process may be useful if not necessary. 
Business decision making on dairy farms in south east Queensland was examined in 
Chapter 8. This chapter identified that dairy farmers, in their reluctance to see regulations 
removed, were angry and resentful toward the government, industry organisations, other 
state industries, processors, and supermarkets. The perceptions, attitudes, and business 
decision making behaviour of farmers were being challenged, with greater demands from 
customers and an increasingly complex management environment. As a result many 
farmers were beginning to treat their dairy farm more as a business than a lifestyle, and 
increased their knowledge and skills in farm business management by taking advantage of 
industry and processor funded programs. Unfortunately the focus was still on production 
issues, and for many, surviving day by day. Few farmers, or for that matter farm advisers, 
had the bigger view. 
9 .2 Strategies and hurdles of dairy-food chain relationship development 
The perceptions of industry participants are a starting point to build an understanding 
of the development of relationships within an industry, a supply chain or between two 
businesses . Interviews throughout the supply chain gathered these perceptions and built 
a picture of relationships from farm businesses through to retailers in a pre and post­
deregulation environment. It is this last aspect of studying the process of change, which 
makes this research unique. Supply chains in south east Queensland were undergoing 
significant change as a result of the removal of protective legislation. The major concepts 
of supply chain theory - communication, trust and power - when examined in the dairy 
industry provide a basis for understanding the industry structure and relationships, and 
changes to these through the deregulation process. 
It was evident from the research results that deregulation challenged the paradigms and 
cultures within organisations and the industry, which were the foundations of business 
relationships within the supply chain. The next section (9.2. 1 )  discusses the actions 
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taken by state and federal governments and industry organisations related to the legislative 
changes occurring in the industry. It highlights the implications of the uncertain 
environment created by political jostling and misrepresentation of issues by industry 
organisations, and questions the limited examination of alternative relationship structures 
by industry organisations whose focus was on regulatory structures of the past, farm gate 
and retail price, as well as income compensation and welfare support. 
Section 9 .2.2 focuses on relationship development within supply chains in a south east 
Queensland context. It discusses the compatibility and implications of strategies adopted 
by various companies and businesses in the industry and identifies hurdles to successful 
relationship development within dairy-food chains. In doing so, it addresses the research 
questions in light of the evidence provided in the preceding chapters and conclusions 
reached in relation to the regulatory and political environment (presented in section 
9 .2. 1 ) .  The implications of deregulation and relationship development for on-farm business 
management decisions are then considered, drawing conclusions in relation to the final 
research question. 
9 .2 . 1 The process of deregulation and industry response 
When this research began in 1 998 there was an enormous and growing amount of 
information on the dairy industry and deregulation, a central issue of concern at that time. 
The issue of dairy industry deregulation was also highly publicised in the media, given the 
size of the dairy industry and the nature of the product and markets. The industry was and 
at present continues to be, very well serviced in relation to information, with well-funded 
industry organisations at both state and national levels. However, the political uncertainty 
surrounding deregulation, the lack of policy focus or unity from within governments and 
industry organisations, and the late release of accurate pricing for raw milk by processors, 
resulted in a lack of the information most needed for business planning and decision 
making at the production level during the months and years before deregulation. 
The politics surrounding the deregulation debates had significant effects on the adaptation 
and change process undertaken throughout the industry, particularly within the production 
sector. Because statements made by state parliamentarians were not clear and the 
information being distributed by groups such as AMPA was claiming that continued 
lobbying could halt deregulation, farmers continued to misread the nature of changes. 
This translated in practice to time and money wasted by the production sector on 
continued lobbying (although it may have influenced the size of the compensation 
package) , concentration on price and supply management regulation continuing rather than 
opportunities without regulation, and slow adaptation of decision making on many farms. 
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Had the period leading up to deregulation been seen as an opportunity to establish new 
industry structures and to develop commercially orientated supply chain relationships, 
rather than continuing strong attempts to resist change, then the changes associated with 
deregulation may have developed along very different lines . The role of the government, 
industry organisations and processors in making this happen needs to be questioned. The 
following sections raise a number of issues associated with the actions of government and 
industry organisations in the process of deregulation in the Queensland industry. 
Politics and legislative reviews: Government response 
Guiding deregulation of the dairy industry over the past half a century has been the slowly 
changing ideological positions of successive federal and state governments, the key stages 
of which were outlined in Chapter 2, section 2. 1 and 2.2. This anti-protectionist policy 
approach has not been isolated to the dairy industry or agricultural industries in Australia 
but has been a worldwide trend, where governments no longer choose or can no longer 
afford to support agricultural industries. The frequent references made by governments 
to the needs of consumers, companies competing in the global market and effective 
competition among sectors such as the retail sector, 'reflect the growing importance of these 
interests relative to the farming lobby' (Banks & Marsden 1 997, p. 383) . There has been 
a realisation that customer focus, a necessity of business in today's environment, is not 
supported by government regulation (Banks & Marsden 1 997) . 
Both the 1 99 1  (QDPI 1 99 1 )  and 1 998 (Queensland Dairy Legislative Review Committee 
1 998) reviews of Queensland dairy legislation recognised that farm gate regulations would 
come under increasing pressure and that market forces and not production costs would be 
likely to dictate prices in the near future. In expectation of this outcome the 1 99 1  review 
asserted that the emphasis of government policy should be on 'creating an environment 
which facilitates the most efficient allocation of resources in the production sector' 
(QDPI 1 99 1 ,  p. 49) . Interestingly the 1 998 reviews came to very similar conclusions, 
unquestionably recognising that the structure of the industry and its environment created 
competitive pressures that would force a similar scenario to a deregulated environment even 
without the removal of state based farm gate regulations. 
Reflection on the advice from these reviews to both government and industry highlights 
many pertinent issues. While state and federal governments and individual politicians 
were supporting very different outcomes from deregulation debates, politics were obviously 
playing a significant role in the mixed signals sent through parliamentarians and 
government reviews of state based regulations. Why did state and federal governments 
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continue to send mixed signals to industry over the future of industry regulations? 
Essentially, governments put the onus back onto state production industries to come to an 
agreement on the future of state based regulations. The main responsibility was taken by 
farmer representative organisations to argue their state's position and to reach some form of 
agreement with other states through the national farmer organisation. Their agenda, while 
focussed on the welfare of farmers, was clearly influenced by the major industry players. 
The two large Victorian cooperatives (Murray Goulburn and Bonlac) and the NSW based 
Dairy Farmers Cooperative, were strong drivers of industry opinion. 
The mechanism of National Competition Policy Review produced state based positions 
which could not be unified. Unification was eventually achieved through nation wide 
support of the Dairy Industry Adjustment Package and compensation was proposed 
as the principal way to help farm businesses adapt. The possibility of a new set of 
commercially focussed legislative arrangements aimed at strengthening the bargaining 
power of the production sector, somewhat like legislation governing collective bargaining 
and cooperatives in the U.S (see section 3 .2.4) ,  was not publicly canvassed. 
Industry arguments for compensation were bolstered by pre-deregulation comments from 
the state and federal governments (Senate (RRAT) References Committee 1 999), that farm 
gate deregulation would have an enormous impact on farm businesses, with significant 
reductions in income, loss of value in capital and entitlement, and that farm businesses 
would be in a much weaker bargaining position in negotiations with processors in a 
competitive environment. What is important to consider and to question is why the major 
focus was on compensation and why there were no immediate measures to assist farm 
businesses to deal with the latter outcome, their weak bargaining position, even though this 
was clearly highlighted as a major issue in a more competitive industry environment. For 
example, special provisions could have been made to assist dairy farmers to consider the 
potential of supply groups (already legal) as a mechanism to increase their bargaining 
power, or consideration could have been given to amending existing legislation (such as 
the Trade Practices Act 1 974) , to reflect the changing nature of relationships in agricultural 
industries. This may have included provisions for agricultural producers to coordinate 
supply and negotiate more favourable prices against the increasingly powerful processing/ 
manufacturing and retail secotrs. What was particularly interesting in the dairy industry 
was that major cooperatives did use their influence in this area, publicly establishing their 
position against the need for farmers to form supply groups. 
This raises the question of the role of government in the future. While government no 
longer protects dairy producers through anti-competitive price and supply management 
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regulations, its role in ensuring effective and 'fair' competition has not diminished. It was 
clearly recognised that deregulation would have negative implications for farm businesses 
because of the power and control of processors and retailers in a commercial environment. 
The policy response of both federal and state governments was to focus on compensation 
rather than other legislative options available to reduce imbalances in power and correct 
market failures. 
Industry organisation representation and response to deregulation 
In the years preceding deregulation, the approach of state farmer organisations was to 
continue lobbying to retain regulations, while national industry leaders were discussing their 
inevitable removal. The conflicting messages had a number of implications in terms of the 
adaptation and change process at farm and advisory levels. Because the dairy industry had 
managed to achieve positive outcomes from lobbying activities in the past and given the 
outcome of the NCP review, many Queensland farmers believed that regulations would 
be retained for at least another 5 years. Among both farmers and farm advisers there was 
often a mentality of not worrying about deregulation until it actually happened. This 
mindset appeared to be based on the assumption that if you began discussing the potential 
implications of deregulation and began preparing people for a deregulated environment, 
that would imply supporting the moves to deregulate. Lobbying to keep what you had 
appeared to many farmers to be the best approach, and many were willing to fund lobbying 
activities . An example of this was the formation and support of organisations such as the 
Australian Milk Producers Association (AMPA), who continued to lobby after deregulation 
for the reinstatement of farm gate regulations. 
There was enormous pressure on industry organisations to negotiate with government and 
with each sector of the industry on issues associated with deregulation and to reach an 
outcome that was realistic in terms of the commercial marketplace and supported by those 
whom they represented. In practice they did not wholly satisfy either of these objectives. 
The approach taken by the national industry organisations (ADIC & ADFF) was to 
recognise the inevitability of deregulation and to focus on developing a unified argument 
from state industries on a compensation package. This fitted with the traditional paradigms 
in the dairy industry where any form of economic downturn or necessary adjustment 
was facilitated by compensatory measures. While the majority of their member base 
supported the industry organisations in their lobbying for production sector compensation, 
the approach was criticised by other sectors, and it could be argued, was limited in terms of 
helping the production sector deal with a commercial marketplace. 
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The key question raised in the previous section can be raised again, to question the actions 
of industry organisations. Why was the greatest focus on the compensation package? If 
deregulation was inevitable, why didn't industry organisations focus on ensuring there were 
mechanisms or formal measures to improve the power of farmers in negotiations with their 
customers? Why was the industry submission to the ACCC for collective bargaining held 
off until after deregulation? 
My conclusion, drawn from examining the history of the dairy industry, supply chain 
literature and from interviews conducted within the dairy-food chains in south east 
Queensland, is that industry organisations were in a position to understand that 
deregulation would result in renegotiation of relationships within supply chains in the dairy 
industry. They therefore could have perceived their role as a facilitator or coordinator 
of the 'processor/farm business' relationship given their understanding of the weak 
bargaining position of individual dairy farm businesses. There is every possibility that 
industry organisations, particularly state organisations in their role of representing producer 
members, could have helped in the formation of producer supply groups in preparation for 
a deregulated industry and prepared farmers in a practical way, either as individuals or a 
group, to negotiate with processors. However, taking a more commercial approach, would 
have gone against their established philosophy of working with all farmers, treating farmers 
equally and promoting equity among farmers, as they believed regulations did. It may also 
be postulated that these industry organisations desired to maintain the existing systems and 
structures. As a product of the regulated system, these organisations were protective of their 
position, their role, and at the individual level, of their jobs, and they worked to protect 
these. In hindsight they appear to have ignored signals indicating that deregulation would 
be a driver of fundamental changes in the supply chains of the dairy industry and therefore 
failed to make the necessary preparations. 
It may therefore have been necessary for these changes and ideas to come from outside 
these traditional organisations, which were struggling to change their focus and think 
beyond regulations or compensation. The rapid formation of the AMPA group showed 
that the production sector was capable of uniting as an entity separate from traditional 
organisations. This organisation had the ability to gain the support of a large number 
of farmers from all states of Australia and from those farmers, the financial support of 
their activities. While the goals and activities of the group had very little difference to the 
existing organisations the example of its power in unifying a group of farmers could have 
been used much more positively. If this type of group had directed its collective energy into 
looking at the fundamental changes that were occurring in the supply chain as a result of 
deregulation and had invested their time and money into looking at opportunities for farm 
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businesses to improve their power and their ability to communicate and negotiate with their 
customers, it may have proven far more beneficial for the production sector. 
Industry organisation approaches to collective bargaining 
Over many years the industry has considered the potential for collective bargaining groups 
or supply cooperatives to be formed to strengthen the position of individual farm businesses 
in negotiations with their processing company. In Queensland however, little action or 
moves toward these structures were made because within a regulated environment, and 
with the continued strength of traditional cooperatives, they were viewed as unnecessary. 
While groups formed for the sole purpose of collective bargaining are illegal under the Trade 
Practices Act 1 974, groups which take ownership or title of the milk and form a legal entity 
are acceptable (ADFF 1 999) . 
The Queensland Dairy Legislative Review Committee ( 1 998) briefly commented on the 
possibilities of collective supply groups, believing that for farmers already supplying a 
cooperative collective supply groups would be unnecessary, but may be more appropriate for 
farmers supplying proprietary companies. 
Further investigation into opportunities for farmers to improve their negotiating position 
was encompassed in the Advancing Dairy Australia (ADA) project (ADFF 1 999) . The 
report recognised that the deregulated environment provided many opportunities for groups 
to form for the purpose of collectively selling milk and that some groups already existed 
within the industry. ADFF ( 1 999) analysis was careful in not supporting collective supply 
groups for the sole purpose of negotiating price, nor supporting producer groups that may 
form to supply existing cooperatives. It suggested that supply groups may be used to exploit 
niche markets by supplying milk with special characteristics, allowing those farm businesses 
who had invested in the technology to produce that milk to receive direct benefit1 • The 
report concluded that supply groups have the potential to work effectively if among their 
goals is to value add and to better meet market requirements, which could be volume, 
product characteristics or service. Unfortunately, this research came to similar conclusions 
as the NCP review committee, describing supply groups that appear to exclude the 
majority of farmers and discouraging farmers from entering into these arrangements . The 
foundations of the conclusions presented in the ADFF report ( 1 999) appear to be based on 
the paradigms associated with traditional cooperatives and their functioning in a regulated 
environment. 
1 Farmers within a traditional processing cooperative, supplying milk with special characteristics in the past, 
have not been rewarded financially, as benefits have been distributed across all suppliers. This was the case 
with Kosher casein produced by the Malanda cooperative and a group of their suppliers for Dairy Farmers 
Cooperative (Ogilvie 1 999d) . 
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Ian Langdon, also from the traditional cooperative paradigm, spoke negatively toward 
collective bargaining groups, warning farmers that small supplier groups would essentially 
compete with their supply and reduce farm gate prices. A general concern was therefore 
that collective bargaining groups would divide the industry. 
'The biggest threat to maintaining that premium (market milk or daily milk) will be 
from dairy farmers themselves, especially if a group decided to supply direct to processors' 
(Langdon l 999c) 
A headline in the Queensland Country Life newspaper in July 1 998, 'Dairy farmers 
urged to seek marketing options' (Flynn 1 998), indicated that some in the industry were 
discussing the implications of deregulation as a change in the power and structure of 
industry relationships within supply chains. This article, discussing comments made by 
John McQueen, the CEO of the ADFF, encouraged farmers to consider ways to increase 
their power in negotiations with processors after deregulation and to take a proactive 
approach in looking for these opportunities, with the possibility of forming supplier groups, 
but made no mention of any help provided by the industry organisation. 
It was not until after deregulation that a joint industry organisation proposal was put to 
the ACCC for collective negotiating arrangements for dairy farm businesses . This proposal 
was outlined and discussed in Chapter 7. The proposal focussed on a continued role for 
the ADFF in negotiating aspects of processor/farm business relationships, again in line with 
their philosophical position of having a whole industry or industry good approach. The 
reality is that unity in price setting across all farmers and processors cannot occur in a 
commercial environment. Not only has this been viewed as a restriction of competition and 
proven as unacceptable under ACCC rules, but it would limit the potential for new types of 
supply chain management orientated relationships to develop. However the authorisation 
received as a result of the ADFF application potentially provides significant opportunities 
for some farmers who have the skills, knowledge and motivation to actively participate in 
a collective producer group. 
9 .2.2 Balancing power, managing communication and building trust :  A challenge 
to cooperate in a commercial environment 
The nature of dairy-food chain relationships in the regulated environment has been well 
Research Question 1 
What was the nature 
of the environment and 
relationships in the 
Queensland dairy industry 
prior to deregulation? 
documented throughout this thesis. Although market milk was only one 
segment of the dairy industry, its regulation played a pivotal role in defining 
business practices and relationships within dairy-food chains. Deregulation of 
the market milk sector of the Queensland dairy industry occurred over a period 
of 1 8  months (from post farm gate deregulation in January 1 999 to farm gate 
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deregulation in July 2000) , where the focus of relationships moved from being production 
orientated to market driven. 
The changing nature of the industry environment presented challenges to individual 
businesses, companies, industry organisations and sectors. The greatest challenges came 
from the need to break the established paradigms that existed within the industry about 
the way milk is produced and purchased, the way businesses should behave, and how 
relationships could now be negotiated. These challenges were clearly greatest for the 
production sector. However they were also significant for both the processing and retailing 
sectors, particularly in the areas of power plays and building trust, with comments often 
appearing to be rhetoric rather than behavioural or attitudinal changes. 
Power 
Essentially deregulation results in a redistribution of power throughout supply chains, 
forcing a fundamental shift in the established paradigms about how businesses interact. The 
establishment, development and maintenance of relationships in a commercial environment 
depend on the ability of the businesses involved to balance the power that each has, to build 
trust and to manage communication as an essential component of ongoing operation. 
Dairy industry pricing and supply regulations effectively shifted the balance of power in 
favour of farm businesses, restricting the inherently more powerful sectors from exploiting 
the weak. The plans for deregulation built up resentment and anger in Research Question 3 
the production sector as they saw 'their' government guaranteed power What implications did 
1 1 d 1 1 h all deregulation have on ost to retai ers an particu ar y processors w o were now essenti y 
dairy-food chain 
controlling the dairy-food chain. The key concern of the Queensland structures and 
Dairy Legislative Review Committee ( 1 998) and the Senate inquiry into relationships and what 
responses may have deregulation (Senate (RRAT) References Committee 1 999) was that the improved the process of 
balance of market power would shift dramatically toward the processing change resulting from 
and retail sectors as a result of deregulation. Consequently farmers deregulation? 
would have little power in negotiations and would receive uneconomical 
prices for their milk. 
Post farm gate deregulation had an immediate impact on the distribution of margins 
between processors and retailers, as competition between processors and the power of 
retailers (particularly the supermarkets) squeezed margins at the processing level (as 
processors still had to pay regulated prices) and increased margins at retail level. The nature 
of processor relationships with retailers, depended on the size of the retailer to whom they 
were supplying, but it was apparent that all relationships whether businesses were large 
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or small, were being influenced by power plays, regardless of the rhetoric of relationship 
development used by retailers and processors. 
However because of the size of both the retailers and processors there were strong incentives 
to begin to develop longer-term partnerships with one another in the future. Large 
retailers needed to guarantee consistency in volume, traceability and quality, and can only 
do so through large suppliers with long-term commitments to that supply (Fearne 1 998) . 
Comments from retailers in 1 999 indicated that they welcomed market milk deregulation 
as an opportunity to manage milk products and relationships with processors. There 
is evidence however, that they were using their position of power to influence product 
innovation, brand marketing and service, rather than taking an approach of supply 
chain partnership development where power is balanced and value adding processes are a 
negotiated business strategy. 
While negotiated strategic approaches were not discussed by the retailers interviewed, there 
was an assumption that the processors must present to the retailers their best products and 
services, and that the retailer then has the power to choose the processor who best meets 
their criteria at that point in time (i.e lowest price) . These results were influenced by the 
fact that discussion in the industry at this point in time and the focus of this research was 
on the market milk sector. The commodity nature of the product therefore influenced the 
response of retailers to questions regarding relationships with processors. 
The response of processors to the retailer's position, appeared to be more supply chain 
orientated, given their weaker position in the current environment and the recognition 
that more supply chain orientated relationships would provide benefits in the long-term. 
Processors, in working toward establishing partnerships with retailers, were becoming more 
market orientated. This in turn required processors to improve their control over the inputs 
into their business. 
In line with trends in supply chain development (Newton 2000) , milk processors in a 
commercial environment had to become the managers of the chain, from negotiations 
with farm businesses through to retailers (See text box below, p 1 87) . Regulations had 
allowed the structure of the chain to develop in such a way that resource ownership and 
control had accumulated with processors. Much of the transport from farm to factory and 
many distribution businesses were owned or franchised by the processors. Essentially the 
degree of power and control held by processors established them as the managers of the key 
relationships in the chain. In this role, as they had in the past, processors were also the 
managers of the communication networks that operated within their dairy-food chain. 
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Both the power of the major retailers over the processors and the power of processors 
over individual farm businesses, had significant implications for the processor/farm business 
relationship. The coercive power demonstrated by retailers in the retailer/processor 
relationship dictated the blanket compliance to QA by all dairy farmers by July 2000 and 
the use of reward incentives by processors to increase average fat and protein composition of 
milk to improve the efficiency of their processing operations. These are just two examples of 
the influence of power in dairy-food chain relationships post-deregulation. 
Processor perspectives on supply chain relationships 
During interviews conducted with the managers of the three major processing 
companies operating in Queensland in 1999, relationships with retailers, distributors 
and farm businesses were discussed. 
From the perspective of the major processors, the industry is moving toward a national 
industry, where they plan to manage a smaller number of brands on a national scale. 
In conjunction with this would be a focus on nation wide contracts with major 
supermarket and convenience store chains. The negotiations with retailers were clearly 
the focus of processors at the time the interviews were conducted. The comments 
on these relationships made reference to partnerships with retailers. Within those 
partnership relationships, interviewees discussed the sharing of information in order to 
maximise service and sales of product. 
The processor relationships with farm businesses were discussed in more detail, and 
were generally referred to in terms of supply contracts. There was an emphasis on 
suppliers meeting processor milk requirements, with a focus on ensuring that suppliers 
were well informed on processor demands through farmer boards and farm advisers. 
In addition, the processor managers interviewed were concerned with the structure of 
the payment system, in terms of rewarding and penalising suppliers, and its ability 
to control supply. Essentially the concentration on each of these aspects of the 
relationship was to ensure the greatest profitability of the processing business. 
By referring to relationships with retailers as partnerships it could be concluded that 
processors felt they were of equal power in negotiations with retailers. Often the 
managers interviewed referred to farmers and distributors as 'our people', indicating 
their perceived ownership and control of these businesses within the chain. My 
conclusion is that the terminology used in reference to their relationships within the 
dairy-food chain, gives an indication of the level of power and the perceived control 
that processors felt they had in those relationships. 
Hence the key implications for farm businesses in the new dairy-food chain structures was 
a position of little power as individual businesses in negotiating supply contracts and price 
with processors. The result, given the farming practices and production costs of many 
south east Queensland dairy farmers, was short-term uneconomical farm gate prices for 
their milk. From a supply chain perspective this was not a favourable situation for either 
dairy farm businesses or processors, however because of the increased level of competition 
between processors in the marketplace and the advantages taken by retailers (in particular 
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supermarkets) in their position of power in negotiations with processors, short-term low 
prices were inescapable. It could be suggested that processors were pushing the boundaries 
of price, possibly to remove less efficient farmers or small costly farm businesses from their 
supply base. From another perspective processors may have been forced into a position of 
paying farmers lower prices due to increasing costs of competition (advertising, distribution 
and contract negotiation) but as a result jeopardised trust and communication links built in 
more congenial relationships formed under regulation. 
Communication 
Strong communication links existed between processors and farm businesses under the 
structures of the regulated industry. The three key links, the milk supply contracts, the 
farm advisory services and farmer boards, were discussed in Chapters 6 and 7. Deregulation 
had strengthened the supply contract link, and from both the perspectives of processors 
and farm businesses had increased the importance of the latter two. However, while both 
farmers and processors considered communication within the regulated environment to be 
both substantial and effective, for farmers this view changed considerably in the year leading 
up to farm gate deregulation. For many farmers this period appeared to lack the level 
of communication and information sharing that they required to understand the changes 
occurring and to be able to make decisions based on that information. Communication, 
more appropriate to this period of time may have involved, more timely release of pricing 
information and may have given farmers a level of security and comfort that would have 
allowed them to be more open and understanding of information being presented by 
processors on their business strategies. What appeared to occur in the industry was that 
farmers in their worry and anxiety about the future and their possible lack of business 
skills to cope with the changes, were closed to accepting and understanding issues relating 
to developing supply chain relationships as it would have required thinking beyond their 
known business environment. Although this criticism does not relate to all farmers, many 
appeared mentally unable to deal with the change and to take on board new information 
or consider communication which could have been used to put their business in a better 
position, given a potential supply chain focus in the future. 
The responsibility for communication and developing understanding rested with both 
farmer and processors. Farmers however believed that processors were not providing them 
with enough detailed information, particularly in relation to prices (highlighted in Chapter 
6) . There was an expectation within the production sector that processors would share 
pricing details as freely as had occurred in a regulated environment. It was frequently 
mentioned that a high level of information sharing was a part of the traditional culture 
within the dairy industry. 
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'The dairy industry is one of those unique industries where people share a lot of 
information, no matter who you supply, because farmers are not in direct competition with 
each other' (Dairy Farmers supplier 1 998). 
The implications of this culture carried forward into a competitive context, were 
that processors appeared to be withholding information on pricing, and farmers were 
questioning their processors motives, honesty and behaviour. It was also apparent that 
farmers were having difficulty in comprehending the competitiveness between processors 
in the new environment. Processors were restricted in providing pricing information to 
farmers because of the confidentiality required in a competitive environment, while the 
culture within the production sector was to share all information. A better strategy for 
processors may have been to recognise the importance of pricing and supply information 
to farm businesses and put effort into explaining to farmers the sensitivity of pricing 
information in a deregulated environment, treating farm businesses as valued partners rather 
than demonstrating their lack of trust. The difficulty that processors and farm businesses 
faced in developing relationships was essentially cultural, where establishing joint goals and 
discussing strategic relationship development issues had not traditionally been a part of 
their interaction. 
Trust 
When processors did release milk prices, they were confronted with continued anger 
and dissatisfaction over what Queensland farmers considered very low milk prices. This 
worked to break down the level of trust that had existed within processor/farm business 
relationships. This research provides evidence of an increase in suspicion and distrust 
among farmers, directly associated with the major changes being initiated by processors 
in the payment and pricing systems. However supply chain literature suggests trust is an 
important prerequisite for building long-term relationships (Whipple & Frankel 1 998) ,  and 
there was some evidence in the strategies adopted by processors that they were attempting 
to rebuild the trust in their relationships with suppliers through building on the traditional 
culture founded in cooperatives. If processors and farm businesses are able to work 
through their problems in relation to communication and trust and strengthen their chain 
relationships, they will be in a better position to negotiate with customers. Their closer 
relationships may put them in a position superior to other processors and farm businesses 
who may not have as close, nor well managed supply chain relationships. 
This potentially involved the continued use of farm advisory services and farmer boards as 
key links in the relationship. The strategies of the major Queensland processors, Pauls and 
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Dairy Farmers, and the more recent entrant, National Foods, have critical implications for 
the development of supply chain relationships in a deregulated environment and how the 
processor/farm business relationship will influence on-farm business management decisions. 
The cultures of both Pauls and Dairy Farmers in Queensland, had their foundations in 
traditional cooperatives. While Pauls Limited is no longer a cooperative, the company had 
maintained the original cooperative boards as a link between the company and its suppliers, 
maintaining the perception of farmer involvement in processor decision making. The 
establishment of Premium, combined with their earlier decision to implement the Pauls 
Daily Access payment scheme, encouraged farmers to maintain a stronger level of trust. 
Farmer comments indicate that in the early stages of deregulation, Dairy Farmers 
Cooperative did not manage to maintain the same degree of closeness in their relationship 
with suppliers . While the management of Dairy Farmers considered their relationship with 
farmers as very close because farmers were the owners of the cooperative, internal conflict 
and disenchantment with company management strained that relationship. This was an 
interesting result because the assumptions which informed the design of the dairy farmer 
interview sample and interview questions, were that their different structures would lead to 
a difference between the strategies of Pauls Limited and Dairy Farmers Cooperative, and it 
was expected that the Dairy Farmers' supplier relationships would have higher levels of trust 
and communication than the proprietary company relationships with suppliers. 
In building relationships suited to the new environment, processors and dairy farm 
businesses will need to overcome barriers which exist at both personal and organisational 
levels. Perceptions are extremely important. If farmers and processors perceive their 
relationship to be based on distrust and limited effective communication, particularly in 
times of major change, cooperative relationships will not develop. A dairy-food chain with 
these relationship characteristics will fail if other chains are able to establish more effective 
relationships . The success of a supply chain depends on commitment (stemming from a 
balance in power, timely and effective communication and trust) and a goal to long-term 
relationships. 
9 .2.3 Sustainable farm business management - Is supply chain thinking the key? 
Dairy farm business management in the regulated environment was influenced by the 
Research Question 2 security, predictability and stability provided by protective legislation. Not 
What environment or 
relationship factors 
influenced on-farm 
business management 
decisions in the 
regulated environment? 
only were farmers guaranteed a customer by owning entitlement, they received 
premium prices for a known proportion of their production, every day of the 
year. The paradigms established in this environment were that the government's 
role is to control the market and behaviour of business, that milk price is based 
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on cost of production rather than market signals, and that extensive farm advisory services 
support producers and their business management decisions (See text box below) . 
Perspectives of farmers on deregulation and the industry 
The following text is a collection of short quotes made and common perceptions 
expressed by farmers during interviews. 
'The dairy industry is . . .  was the one real good industry'. 'Especially the last 1 0  years'. 
'Stability and the way it was orderly marketed . . .  it was such a well structured industry'. 
'It hasn't got the fluctuations other industry have'. The regulated prices made it 'fair'. 
Regulations gave us the security to invest in our business, to adopt the latest technology 
and to look after the environment. The QDO has done a good job lobbying for farmers 
and we have had political strength in unity. 
We are constantly informed on what's happening in the industry from our processor and 
the QDO and government bodies. 'If you don't get to hear about it well you died three 
months ago' . Some times we don't like what we hear but there is lots of information 
sharing. There is a cooperative spirit among farmers, where we don't see our neighbours 
as rivals or that we are in competition with them. 
Deregulation is being driven out of Victoria, the big processors down there. The 
Victorians should come to their senses and try and get their price up to our level. 
'Deregulation, it's not going to do anything for the producer'. 'It's just not fair. The 
system that was working is just getting stuffed up'. 
'The uncertainty . . .  are we going to have quota tomorrow or not' . The government 
is giving mixed signals with politicians arguing against deregulation, and adopting 
the recommendations of the review committee to the National Competition Policy, 
guaranteeing farm gate price for another five years providing that Victoria doesn't 
deregulate. I think it has given some farmers a false hope. 
Take the regulated price away, there is no point milking twice a day for pittance. We're 
not going back to living in poverty like we did 20, 30 years ago. In the deregulated 
environment the supermarkets and the processors will have all the power, and those of 
us at the bottom get screwed. 'The supermarket sets the price in the shop and then 
it just goes down the chain'. When there are no regulations, we are a price taker and 
that's worrying. 'I don't see the consumers having to pay less . . .  it's only the farmers 
who've lost the money, no one else.' 
Things are real uncertain, with deregulation, whether it's going to happen. What price 
we will get for our milk. Nobody will tell us anything concrete. We need to know 
a price. We have to wait and see what those further down the line do with pricing 
and we need to know if this compensation will come through, before we can make any 
decisions. 'How do you make a decision when you've got no figures or facts?' 
They keep telling us to know your production costs, to get Quality assured. We don't 
even know if we will still be here after deregulation. 'You're here 7 days a week; unless 
you're making good money, you're better out doing something else'. 
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Dairy farm businesses are diverse not only in their geographical location and farm physical 
characteristics but also in the management styles of farmers. This was exemplified in 
Chapter 8 through comments made by farmers interviewed. A proportion of farmers 
continually developed their farm business taking full advantage of the regulated system, 
while others became complacent within this protected environment. Although most of 
this latter group continued to make incremental changes to their business they were under 
little pressure to consider their farm as a business or do associated business and financial 
planning, often simply running the farm as previous generations had. 
Deregulation seriously threatened the existence of many farms from both groups, for a 
broad range of reasons. These included an inability to expand or grow the farm business 
because of the small size of the property, high land values in certain dairy locations, limited 
water supply or other physical characteristics of the farm. They could also be related to an 
existing large debt or a lack of financial and business skills of farmers, or to the paradigms 
held by farmers, which did not allow them to change their decision making behaviour. 
If developing relationships along the principles of supply chain theory improves the 
competitiveness of chains and profitability of businesses within that chain as the theory 
suggests, can farm business managers who adopt supply chain thinking in their decision 
making and in their relationships with customers and suppliers, create sustainable growth 
and development of their business? What defines supply chain thinking? Supply chain 
thinking is about customer focus and excellent knowledge within the business and of the 
chain in which the business operates. It requires management at two levels - management 
of the business and management of relationships. Deregulation requires dairy farmers to 
reassess the management of their farm business and to begin thinking at a whole new level 
about their relationships in their supply chain. 
Sustainable farm business management in the future requires farm businesses to be 
competitive in on-farm business management practices and to be part of a competitive 
supply chain. Farm business competitiveness and the competitiveness of Research Question 4 
the entire chain therefore depends on the management skills of individuals. What business . . management dec1s1ons 
Government and processor initiated programs to improve these within will lead to sustainable 
the farming community, were based on the assumption that a focus on growth of a dairy farm 
increasing farm business management skills should also improve the ability bus�ness in a competitive 
environment? 
of those farm businesses to participate more effectively in supply chains, 
essentially by being more competitive in the supply of the product. The 
programs sought to help farmers reduce production costs and improve quality so that 
Queensland farm businesses would continue to meet the requirements of the processors. 
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According to supply chain theory, for businesses to secure their long-term profitability, 
they need to be customer focused. This focus must be sustained back through the chain 
from the 'retailers with their direct link to the final consumer, to primary producers. For 
dairy farm businesses, at the very minimum, it means meeting their customer's supply 
and product characteristic requirements. The only way to meet customer demands is to 
be aware of them, through information sharing, communication and negotiation, in a 
working partnership with the customer/s. The difficulties associated with doing this have 
been highlighted in the previous discussion on communication in the relationship between 
processors and farm businesses. 
What motivations exist for farmers to become more customer focused in their decision 
making and in forming supply chain orientated relationships? Many of the conditions 
affecting farmer's decision making are obvious: deregulation and the shift in power 
in negotiations, lack of market and customer awareness, and low milk prices based 
on commodity trading relationships are a few of those conditions. There is also a 
growing realisation that better relationships are needed, which can be seen in the farmers' 
consideration of the effectiveness of farmer boards and the farm advisory service in 
facilitating their relationship with processors. 
However, the majority of farmers interviewed did not see a need to become involved 
personally in those relationships with a belief that things would work themselves out. There 
was a belief that the processors would 'look after' their interests, as they believed they had 
in the past. With these established paradigms there was little drive to focus on relationship 
development. So while industry change appeared to hold the motivations necessary for 
farmers to re-examine their management practices and relationships with customers and 
suppliers, in practice, it was clear that some farmers would see little value in changing their 
business structure or becoming involved in the negotiations which develop supply chain 
orientated relationships. They may be older farmers who have a shorter planning horizon 
and are therefore not interested in making business decisions and changes that would be 
required to make their product or service attractive to customers wanting to develop longer­
term relationships. Some farmers even with longer planning horizons may be uninterested 
in changing their production characteristics in order to better meet their customers evolving 
requirements or to value-add or differentiate their product or supply, essentially excluding 
their business from more supply chain orientated negotiations. 
Nevertheless, the majority of dairy farmers in the newly deregulated environment were 
beginning to recognise that they could not make decisions in isolation. Many were 
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beginning to make decisions which reflected signals from their customers, and their 
perceptions of the demands made by the industry environment, for example, how much 
milk to produce, how much it should cost, quality standards and acceptable farming 
practices. While price remained a clear focus for farmers, the price they receive in the future 
will be determined by the value a customer places on their product. Therefore creating 
customer value will be the key source of competitive advantage on which farm businesses 
must focus decision making. One of the main motivating factors therefore is improving 
the price they receive for their product. This will include aspects of consistency, reliability, 
flexibility and the ability to meet requirements. 
Each processor, whether large or small, will establish their own product mix and strategies 
in building relationships with suppliers and customers. Farmers will need to understand 
their farm production capacity and characteristics and determine which processor and 
market they therefore wish to supply. This opportunity has not been afforded in the 
past (For some it still may not be afforded in the future because the existing size, 
power, and/ or accessibility of processors in some regional areas limit farmers to only one 
processor customer) . Therefore, clearly an additional choice that farmers may make in 
the deregulated environment is to what sort of supply chain they wish to belong. A 
farmer's choices in this respect may be motivated by the security offered by various options, 
relationship characteristics at a personal level and relationships in which personal and 
business goals can be met. In line with arguments presented in the concluding sections 
of Chapter 8, for farm businesses developing relationships within dairy-food chains in a 
more competitive environment may require the coordination and support of a being a 
member of a supply group, producer cooperative, collective bargaining group or similar 
horizontal coordination. 
Producer/ supply groups or collective bargaining groups may offer size advantages, 
differentiated product, reduce negotiating costs or other advantages to customers and 
suppliers, increasing the value of the partnership with that group. The choice to become a 
member of a group could have significant implications for the sustainability of individual 
farm businesses and the ability of those business to grow in the more competitive 
environment created through deregulation. 
According to many supply chain theorists (Whipple & Frankel 1 998, Woods 1 999), 
producers need to consider horizontal coordination and understand the idea of being 
market orientated. They need to have skills, not only in business management but 
relationship management, whether those relationships are with other farm businesses in 
supply groups or directly with processors. Whether farmers are a part of a traditional 
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farmer owned cooperative (vertically integrated) , a collective bargaining group (horizontally 
integrated) or a farm business with an individual contract to supply a processor, they 
will need to manage their business with a clear understanding of the market and their 
relationships with the chain. Theory suggests that becoming more supply chain orientated 
will not only advance relationships with one customer, but should also enable farm 
businesses, if a part of that group, to negotiate more powerfully with their input suppliers 
and other links in the chain. 
Clearly sustainable farm business management in the future will be enhanced by supply 
chain thinking. Key questions that farm businesses should be asking themselves are: 
a Do I know who the best people and businesses to form relationships with are? 
a Do I have the skills, knowledge and experience to manage a new set of relationships 
or will I need help? 
a Will the relationship benefit me financially in the longer-term? 
a Can I as an individual business satisfy the requirements of my customer/s and make 
the return I require to have a sustainable and profitable business? 
a Alternatively, do I need to examine my investment structure in this industry - on farm, 
in a cooperative or in a collective supply group? 
a Can joining a group put my business in a better position, by securing access to a better 
contract, better information, market access or cheaper inputs? 
9 .3 Implications for theory, policy and practice 
This research into the process of deregulation and relationship development in dairy-food 
chains in south east Queensland, has relevance to policy makers and practitioners in the 
dairy industry and other agricultural industries. From a theoretical perspective it also 
contributes to the body of work on supply chains in agri-food industries. 
Supply chain management principles have been examined extensively in agricultural 
industries, but have not been as readily adopted in practice. Industries enjoying high levels 
of government protection have not been challenged, as other industries have, to establish 
relationships based on competitiveness. In industries like the dairy industry, the removal 
of regulations opens a plethora of opportunities for businesses to re-examine their products, 
their markets and their relationships . It also allows them to adopt the working principles 
of supply chain management, reducing costs and better meeting customer demands through 
developing closer working relationships based on trust, communication and strategic 
investment in the relationship. While many features of the dairy-food chains examined in 
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this research are specific to south east Queensland, some of the key issues associated with 
relationship development apply to chains operating in many industries. 
Similar to the pressures facing dairy farmers, policy makers and practitioners need to be 
aware of the challenge in breaking away from traditional cultures and paradigms that restrict 
the adoption of supply chain orientated thinking, management practices and relationship 
development. This research identified an imbalance in market power, clearly evidenced 
by the power exercised by processors in establishing relationships with farm businesses 
in a deregulated environment. For policy makers it should be important to establish 
policy that achieves broader, longer-term results than compensation payments (generally 
seen as income replacement for the period of payment) . A key focus should be on 
ensuring that mechanisms exist to reach a balance in market power. It is clearly important 
for governments to have policies which facilitate farmers to develop new coordination 
mechanisms within the farming sector. 
While industry organisations lobbied for policy change in relation to the weak bargaining 
power of farm businesses after deregulation their approach, in a practical sense, appeared 
to be limited. Industry organisations, in their respective positions and given their level 
of funding, could have invested more in the investigation and development of alternative 
mechanisms to improve the bargaining power of members of the production sector whom 
they represented, given that this was one of their major points in arguing for the retention 
of regulations in state reviews. What supply chain theory makes clear is that a leader 
or people with the ability to coordinate group formation and relationship negotiation 
are needed. Industry organisations could have also been looking to utilise some of their 
funding in employing skilled people to undertake these roles. 
Deregulation of supply chain relationships has the potential to open opportunities 
for processors in customisation and specialisation for niche markets, in turn creating 
opportunities for some dairy farm businesses to differentiate their product to better meet 
processor requirements. Farm businesses with the potential to supply milk with special 
attributes will need to have the ability to negotiate a supply contract which reflects their 
level of value adding. Forming supply groups with other farmers supplying the same 
product may improve the negotiating power of those farm businesses involved. Farm 
businesses in this position may face a number of difficulties, two of which have been clearly 
identifiable from the results of this research. Firstly because of the extent of ownership and 
control of the supply chain by the existing major processors, their ability to use financial 
incentives to maintain relationships (rather than negotiating with supply groups) and 
possibly demand exclusivity (from individual farm businesses) is strong. Secondly, supply 
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groups will either need farmers with the appropriate skills or the use of an outside individual 
or group may be necessary in the role of group coordinator or negotiator. 
This research has identified a number of additional barriers to successful supply chain 
relationship development of which policy makers and practitioners need to be aware. These 
are mostly related to traditional cultures and paradigms, which are a legacy of many years 
of protective regulations. The research identified that some farmers are reluctant to seek 
and use advisers and consultants and in particular are averse to paying for advice and 
information. One of the key principles of supply chain management theory is the essential 
nature and importance of information and information sharing within relationships. While 
farmers identified an increasing involvement of processor farm advisers in information 
sharing and communication, this information has a clear focus on the commercial benefits 
to processors. Essentially their advice is restricted to on-farm technical advice to improve 
milk supply and quality, ensuring farmers meet processor milk supply requirements. Their 
role is not to help farmers establish supply groups or to play a role in any negotiations on 
supply or price. Although their relationship with a processor is essential, it is important for 
farm businesses not to rely solely on processor farm advisers. Farmers need to make full 
use of information from other commercial relationships. Information that is commercially 
sensitive needs to be treated as such and valued as important in establishing competitive 
advantage within relationships and chains. 
This research supports the arguments of many supply chain theorists, that a competitive 
environment does not mean the automatic adoption of supply chain principles in 
relationships. It requires a conscious decision making process on the part of businesses to 
begin to practice the principles of supply chain management. 
9 .4 Implications for future research 
In the early 90s, one of the goals of Australia's research and development organisations was 
to support research which improved the competitiveness of Australia's rural industries. They 
saw research into supply chains as a way to achieve that goal (O'Keeffe 1 994) . This has 
continued with a key priority of the Department of Agriculture, Fisheries and Forestry ­
Australia, to 'provide leadership on food supply chain policies and food regulation reform' 
(AFFA 200 I ) .  The approach of government and industry organisations is to examine and 
to establish principles for improving supply chain management, with a goal of providing 
broad ranging benefits to industries and the broader economy. 
While government departments at both federal and state levels are introducing the concepts 
of supply chains into programs associated with rural industries, in the dairy industry the 
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incorporation of supply chain concepts in relationship development appears to be in its 
infancy. This could be attributed to the previously highly regulated industry structure, to 
the recent turbulence associated with deregulation, and to the influence of old paradigms 
from the regulated environment held by industry organisations and government personnel. 
The nature of milk, its purchase, processing and marketing, make it difficult for farm 
businesses to trace their contribution to joint value adding, particularly given the size and 
product mix of processors. 
Supply chain management theory and practice has evolved in response to an increasingly 
competitive and changing environment in which businesses must operate. Research 
into supply chains is focussed on how relationships form and the components of those 
relationships; the communication that exists, the levels of trust, the distribution of value 
and the information sharing in order to reduce costs within the chain and provide 
greater value to consumers. While broad, general principles of supply chain management 
developed through industry level investigation are important (ADFF 1 999), significant 
research opportunities lie in examining individual chains. 
This raises a number of areas of potential conflict between private and public funding and 
ownership of supply chain research. Research into an individual chain or a part of a chain 
(the relationship between two or more businesses) may identify strategies and relationship 
characteristics which are of a competitive and therefore potentially confidential nature. 
Public research funding bodies may not see broader benefits in conducting single chain 
research benefiting those involved in the research, as it produces confidential results which 
may not be able to be used for broader economic benefits. However there is growing 
recognition at government level that helping chains through research and funding, while 
providing specific economic benefits to that one chain will indirectly result in benefits to 
the whole economy. 
This research is unique in its examination of decision making and supply chain relationship 
development during a process of industry deregulation, highlighting issues for policy makers 
and practitioners in adopting supply chain management thinking in agri-food chains. The 
thesis has demonstrated the value of supply chain management as a theoretical framework 
for examining business decision making processes in farm businesses and supported the 
proposition that supply chain management is an appropriate framework for considering 
future relationship development. 
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APPENDIX I - EXAMPLE OF INTRODUCTORY LETIER SENT TO 
DAIRY FARMERS 
2 1 3  
Dear 
Amanda Parker 
The University of Queensland 
Gatton College 
Lawes Qld 4345 
ph. 07 5460 1 6 1 2  
fax .  0 7  5460 1 324 
email. s33 1 755@student.uq.edu.au 
I am a postgraduate student currently working on a three year research project. The project, which 
is funded by the Dairy Research and Development Corporation, has been developed to investigate 
business management decisions on dairy farms in a deregulated environment. 
As part of this research I will be talking to a number of farmers about their experiences and the 
decisions they make on their farm. The aim is to develop an understanding of the type and way 
decisions are made on dairy farms within the existing industry structure and how to assist farm 
businesses moving into a less regulated industry environment. As a farm that is currently on QDAS, 
your knowledge and experience would make a highly valued contribution to this study. For this 
reason your farm has been chosen to participate in this research. 
If you agree to become involved, all your answers will be confidential and combined with other 
farmers responses for the project report. 
The initial interview will take from one to two hours with subsequent interviews following a similar 
format. The first interview will be in November or early December at a time and place convenient 
for you. No preparation on your part is necessary for these interviews, as all questions will relate 
to your experiences, decisions you have made over the last few years and your views on what is 
occurring in the industry at present. 
There will be an opportunity for participants in this project to take advantage of the insights 
gained in terms of industry change and the successful operation of a dairy farm in a less regulated 
industry. 
I will contact you within a fortnight to arrange an interview time. If you have any questions, or you 
do not wish to be included in the project please contact me on the numbers above. 
Yours sincerely 
Amanda Parker 
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APPENDIX II - INTERVIEW GUIDES 
2 1 5  
Interview Guide - First interview conducted with dairy farm businesses 
Business decision making at the farm level 
Present 
1 .  What are some of the business strengths of your farming unit ? 
2. What are some of the things about your business that could be better ? 
Family Management profile 
3a. Who influences the decisions you make about your business ? 
b. What other things effect the decisions you make? 
Past 
Prompts 
q technical information (DP! etc) 
q tradition 
q neighbours 
q natural constraints 
q industry signals 
4. What are some of the major decisions you have made over the last 5- 1 0  years? (depending of 
length of time in the industry) 
q success I failure 
5. What were the key influences in making of those decisions? 
Industry Relationships 
6. What are the major changes you have seen in the industry over the last 5- 1 0  years? 
7. What do you think stands out about the way the dairy industry operates? 
8. Can you describe some of the interactions between your business and other participants in the 
industry and how these effect the decisions you make on your farm? 
Deregulation 
9. How do you think deregulation will effect your farm business? 
1 0. How do you think it will effect other participants in the industry? 
1 1 . What sort of decisions are you making now that are in preparation for the industry changes? 
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Interview Guide - Retail Sector 
1 .  Brief overview of company position and role in the dairy industry 
2.  What are the current trends, as you see them, in the dairy sector? 
3 .  As the industry deregulates, what type of strategies is  your company undertaking in 
relation to retailing milk and other dairy products? 
4. Are there any strategies that are directly related to fresh milk? 
5 .  What is the nature of  the relationship with the various processors and manufacturers 
who supply you? 
6. What are the different strategies you have for dealing with the large companies as 
opposed to the small? 
2 1 7  
Interview Guide - Processors/Manufacturers 
1 .  Overview of company structure 
2. What is the nature of the relationships your company have with customers? 
3 .  What are the key driving forces influencing these relationships and how do you see 
these relationships developing in the future? 
4. What strategies is your company taking to improve it competitive position in a 
deregulated environment? 
5 .  What is the nature of your company's relationship with dairy farm businesses? 
6 .  In a deregulated environment what role do you see your company playing in 
business decisions making on dairy farms? 
2 1 8  
Interview Guide - Producers going into processing or manufacturing 
1 .  Overview of farm business, history and structure. 
2. What were the main driving forces in the development of your business? 
3. What is the nature of the relationships between your business and your customers 
and suppliers? 
4. How do you see those relationships developing as the industry deregulates? 
5 .  What are your businesses strategies to improve its position in  a deregulated 
environment? 
6. Do you have anyone outside the farm business who advises you on farm business 
decisions? 
2 1 9  
Interview Guide - Industry Organisations 
1 .  What are the issues related to the transition to a less regulated industry that your 
organisation will assist with? 
2. What will the structure of your organisation look like in a less regulated industry? 
3 .  What role and services will your organisation provide in less regulated industry? 
4. Discussion on relationships between the organisation and other sectors:-
q 
q 
q 
q 
Producers 
Producers going into processing or manufacturing 
Traditional Queensland processors and new entrants 
Retail sector 
5 .  From your experience, what strategies do you think are needed at a farm business 
level to deal with deregulation? 
6. What is the role of your organisation in helping farmers to achieve this? 
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Interview Guide - Extension Officers - Factory, DPI/Factory and QDPI 
1 .  How would you describe your role in the dairy industry? 
2 .  How do you think your role will change in a deregulated industry? 
Practical 
3. How do you see the needs of farmers changing (in terms of extension activities) in 
the future industry environment? 
4 .  How do you think this new set of needs can be successfully addressed? (see what 
they talk about - Existing programs or the identification of the need for new tools) 
5 .  Given a new industry environment what are the barriers to change at a farmer level 
and what are the opportunities? 
Attitude change 
The changing industry environment will necessitate a change in attitude at all industry 
levels but particularly at the production level where farmers have been isolated from a 
competitive market environment by protective legislation. 
6. What tools do farm advisers have (as individuals or as a part of an organisation) to 
facilitate a change in attitude? Can you give any practical examples? 
7. What are the personal or organisational barriers that farm advisers face in facilitating 
attitudinal change? Can you give any practical examples, from your own experience? 
8. What do you see as the role of factories or industry bodies in assisting farm advisers 
to provide updated knowledge and market intelligence to farmers? 
Relationships 
9. How do you think your (or a farm advisers) relationship with farmers will change 
in a deregulated industry? 
1 0. What changes would you predict between the processor and the farmer in a 
deregulated industry? (Prompt: What changes do you think will occur in the role of farmers 
in the factory?) 
1 1 . What is your role in the changing relationships between farmers and their 
processors? (Prompt: same as existing or involved in the negotiations for supply/price) 
1 2. What changes do you think will occur in the relationships between the various 
groups of factory advisers, DPI/factory and QDPI extension officers? 
13 .  What are the options for cross-processor collaboration of extension officers in a fully 
competitive industry? 
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Interview Guide - Second interview conducted with dairy farm businesses 
1 .  How would you describe your relationship with your processor? 
2 .  Has it  changed since deregulation and if so how? 
3 .  What do you see as some of the key aspects of your relationship with your 
processor? 
4. Have you been involved in negotiating your relationship with your processor? 
5 .  What do you see as the best way to negotiate the relationship? 
6. What do you see as the role of the farmer boards in your relationship with your 
processor? 
q 
q 
q 
q 
7. 
key roles of farmer boards 
Are you involved 
how effective do you think it is 
what is its future 
What do you see as the role of the farmer advisers in your relationship with your 
processor? 
8 .  
9 .  
10 .  
1 1 . 
q 
q 
q 
q 
q 
key roles of farm advisers/ extension officers 
your contact 
difference between adviser groups - independence - individuals 
the effectiveness of the service and its future 
Relationship with others beyond these two groups - financiers, other advisers 
Have you made any major changes in your business in the last 2 years? 
business structural changes - employment, mgt. Structure, financier changes 
What are your aspirations for your farm business in the future? 
What are you doing to achieve these goals? 
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APPENDIX Ill - FEEDBACK REPORT TO DAIRY FARMERS 
FOLLOWING FIRST INTERVIEW 
223 
Twenty-one dairy farmers from Milk entitlement; 
three regions (Beaudesert, Burnett, Small debt; 
� Mary Valley) were interviewed Good planning and budgeting; during December 1 998 .  This Ownership of farm &/or report will highlight some of machinery. 
� the significant issues identified by farmers and provide preliminary The most common weaknesses 
0 interpretation of major points. The noted tended to be the lack of aim is to give feedback in a broad strengths mentioned by other farm-overview, to those involved and ers, pointing to these being the sig-
~ interested in this research. nificant factors which make dairy farm businesses successful and flex-Business Strengths and Weak- ible to adjust and be successful in nesses the future. These were: -
Discussion on strengths and weak-
nesses of the farm business tended Lack of irrigation water, 
to focus around three areas: farm Land size too small; 
physical characteristics, financial Size of debt; and 
and personal. Not having worked the farm to 
The most frequently mentioned its full potential. 
strengths were: -
~ Lack of labour was also mentioned Water (irrigation or high rain- as a weakness, along with the need fall) ; to do more bookwork, the need for Land (amount and quality) ; more capital and those who believe 
u and they have too much capital tied up Location in the farm. 
� Water was seen as a strength in Another weakness was feed terms of its ability to maximise uti- shortages in dry times of the year 
~ lisation of the available land for and the corresponding increase in feed production. Qualities of land production costs due to buying include its fertility and layout. in extra feed. This seemed to be 
\:) related to the lack of irrigation The quantity and quality of land water, but also to the current and water create the potential to regulation framework (supply expand farm capacity in terms of management system) which a; pasture production, herd size, and demands year round milk to increase efficiency. Location production. 
a; was seen as a strength in terms of closeness to off farm feed Influences on business decisions supplies (grain, by-products etc.) Probably the most important influ-
~ or being close to the processor ence on decisions that came out and markets. Other examples of in all discussions was the 'bottom strengths include: - line' . Past experience, personal goals 
and emotional considerations were 
also expressed as major influences 
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on decisions. External influences include: -
Department of Primary Industries; 
Consultants (soil, fertiliser, seed, feed 
and genetics) ; 
Other farmers; 
Government decisions; and 
The factory. 
Views on the Dairy Industry 
Industry Changes 
Major industry changes mentioned include 
those that have occurred at an industry level 
and those that have happened at the farm 
level. Co-operative mergers and rationali­
sation at the processor level were seen as 
major changes and were mostly seen as a 
positive step for the industry, with processors 
strengthening their market position. Another 
major change was the move to milk entitle­
ment and supply management system, also 
considered a positive step taken by industry, 
through the improvement of farm incomes 
and the creation of a 'fairer' system. At the 
industry level there has been a bigger push 
for the development of overseas markets, 
accountability at all levels and the ability to 
follow the product from the farm through to 
the consumer. 
At a production level farms have: -
got bigger; 
more efficient; 
have increased technology. 
have had increasing demands on 
quality and milk composition; 
increased importance of environmental 
and animal welfare issues; and 
increasing importance of feed in milk 
production. 
It was also recognised that more farmers 
are becoming more business orientated and 
there is a push to increase education of farm-
ers. 
in the industry they were described as grad­
ual changes. Some farmers believe that the 
industry has been fairly stable over the last 
decade and has even stagnated, with uncer­
tainty in the last five years slowing down 
development at the farm level. 
Things that Stand Out 
The most important thing that stands out 
about the dairy industry is its stability, 
brought about by certainty of income guar­
anteed by the legislation governing farm gate 
price of market milk and a supply manage­
ment system to administer it. These regu­
lations have meant that the dairy industry 
is not subject to the fluctuations (based 
on supply and demand) other agricultural 
industries experience. A guaranteed price has 
meant that decisions have been made easier 
by reducing risk and increasing the ability 
to budget accurately based on a predictable 
mcome. 
Another aspect that stands out and which 
is related to industry stability is the unified 
political strength the industry has had (cre­
ated by compulsory membership of the stat­
utory body) which has meant that the 'indus­
try overall has been looked after better than 
others: 
Other things which stand out about the 
dairy industry are. the willingness of the 
people to share information, a lot of older 
farmers (as the costs of getting involved are 
high) and the fact that it is involved in the 
production of a fresh product which has 
implications on the farmers' power over the 
price received at the farm gate. 
Interactions between farmers and others 
in the industry 
Interactions between farmers involve infor­
mation sharing and learning from others 
through meetings, newsletters, neighbours, 
farm walks etc. Interaction between farmers 
Although some major changes have occurred and their processor include price signals 
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(which can influence the bulls chosen) or 
how much over-market milk the farmer pro­
duces. Processors are also seen as pushing 
for QA, environment issues, better pasture 
management and increasing business skills 
and are seen as information sources. 
Both Dairy Farmers suppliers and Pauls/ 
Parmalat suppliers mentioned confidence in 
their processor, making for confident deci­
sions at the farm level. Many farmers are 
involved directly through membership on 
boards and as company representatives. 
Farm-gate deregulation and total deregu­
lation 
An issue commonly mentioned was how 
hard it was to know the effect of any changes 
that deregulation might bring about because 
no one (at an industry level) has reached a 
conclusion as to when or what form total 
deregulation will take. 
Production Level 
Uncertainty about what shape the industry 
will take seemed to be the greatest effect 
at the production level. The most obvious 
effect noted by all, is an expected lower 
income. A number of approaches to deal 
with both the uncertainty and the possible 
effects of deregulation were identified during 
the interviews and included: -
Treating dairy farming as a business 
rather than simply a job or a lifestyle; 
Increasing efficiency, through lowering 
costs; 
Producing both quality milk and quan­
tity; and 
Simply being prepared on these issues. 
It was proposed by one farmer that these 
impending changes and uncertainty has 
made farmers look at their figures and 
understand their businesses better, but on 
the downside it has also made them more 
conservative toward risk due to the uncertain 
future. 
Effects at the farm level are expected to 
depend on individual circumstances in terms 
of debt, production costs, production per 
labour unit, debt per labour unit, etc. It is 
believed that people who own their farms 
will be in a better position. 
Industry Level 
Effects recognised at an industry level are 
concerned with the Queensland Dairyfarm­
ers' Organisation, other state industries, con­
sumers, supermarkets, vendors and the proc­
essors. Some of the issues raised include: -
The government decision to set the 
farm-gate price for another five years 
may fall down in the face of competi­
tion. This decision may have given farm­
ers a false sense of security; 
Power and role of QDO after deregula­
tion; 
Worry that Queensland farmers will lose 
market milk sales to Victorian milk; 
Negative perception of Victoria; a view 
that they should not be threatening to 
compete on the fresh milk market while 
they are still receiving the DMS; 
Co-operative vs Proprietary company: 
advantages and disadvantages of being 
with either in a competitive marketplace; 
Processors expect farmers to produce 
milk year round, but it costs to guarantee 
that supply'. 
Increasing price of milk to consumers in 
other states when they deregulated post 
farm-gate, 
Supermarkets have a distinct advantage 
in dictating price; 
Vendors have been devastated; 
Loss of jobs right through the industry; 
The introduction of contracts may see 
farmers with small amounts of quota 
being better off; and 
Effect on towns, if farmers lose their 
spending power. 
Deregulation was also talked about broadly. 
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Some interesting comments were made and 
are mentioned below, also in dot point form. 
Deregulation will provide a good chance 
for farmers and the industry to grow; 
Chance to increase efficiency throughout 
the whole industry; 
Make the industry more accountable; 
Why should Queensland drop its farm 
gate price, Victoria should increase their 
price; 
Anger was often expressed toward Victo­
ria and the UDY who don,t seem to be 
fighting for their farmers; 
'Older farmers don't see it so much as a 
business; it's a lifestyle. They still don't 
know what their cost of production is and 
they really don't care, as long as enough 
money comes in every month to pay their 
bills'; 
recent years and plan to have it paid off 
before deregulatory impacts reduce farm 
incomes. One farmer discussed upgrading 
the computer to keep a close eye on costs. 
Mentioned also was the fact that some farm­
ers are not making any major decisions and 
are waiting to see what happens. 
The Next Stage 
This report is designed to provide some feed­
back. Comments are very welcome. Please 
contact me at: -
Amanda Parker 
Department of Natural and Rural Systems 
Management 
The University of Queensland 
Gatton College Q 4345 
Phone: 07 5460 1 32 1  
Fax; 07 5460 1 324 
Worrying because farmers are just a price email: s33 l 755@student.uq.edu.au 
taker. 'They (processors) still want milk, 
they're going to have to buy it, but at what 
price'; 
There are still a lot of farms that haven't 
given a darn to quality performance. The 
processor ought to cut them if they can,t 
keep it (quality standards for milk); 
If you get out of quotas you may as well 
shut the dairy; 
A flat farm gate price would be better. 
Decisions in Preparation for Deregulation 
Many of the decisions which people are 
making in preparation for any impending 
changes form part of on going farm develop­
ment. Some include: -
increasing production while keeping 
costs down; 
improving efficiency in terms of labour 
management, pasture, irrigation, farm 
layout, herd management etc. and 
getting business affairs into order as 
much as possible. 
Most farmers have invested capital over 
The next phase of this research project will 
involved interviews with people throughout 
the industry and another interview with 
dairy farmers. 
The next dairy farmer interview will be 
conducted in August- September 1 999. I 
will contact everyone involved closer to the 
date with more details. 
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APPENDIX IV: PRELIMINARY RESEARCH RESULTS PRESENTED IN 
THE QUEENSLAND DAIRYFARMER, MAY 1 999 
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APPENDIX V: REsEARCH UPDATE TO DAIRY FARM BUSINESSES 
BEFORE SECOND INTERVIEW 
23 1 
Dairy Industry Deregulation: Implications of 
changing agri-food chain relationships for business 
management on Queensland dairy farmers 
1 998 
Interviews with 21 dairy farm 
businesses from three regions­
Fassifern, Burnett and Mary Valley. 
Important Issues 
a Over the past decade changes have 
been gradual, with industry stability 
eated by price regulation. This 
eant less risk in decision making 
a Processors influence farm 
businesses' approach to QA, 
environmental issues, and general 
farm management both physical and 
financial. These issues have increased 
in importance. 
a Concern and discussion on 
the relative strength of farmers, 
processors and retailers in the 
marketing chain after deregulation. 
a Concern for the survival of rural/ 
regional communities with lower 
prices received by dairy farm 
businesses. 
When these interviews were 
conducted there was a great degree 
of uncertainty about the outcome 
of deregulation debates and the 
potential implications of farm-gate 
deregulation. 
The short-term future has become 
clearer since July l ,  2000. However, 
the longer term future of individual 
farm businesses may still be 
uncertain. 
232 
1 999 
Interviews with key participants in 
the dairy agri-food chain; retailers, 
processors, farm advisers and 
industry bodies. 
A broad range of topics were 
discussed during these interviews. 
The following issues relate to 
changing relationships between dairy 
farm businesses and others in the 
dairy industry. 
Retail 
a A lot of mindsets from before 
deregulation still exist in the dairy 
industry and influence aspects of 
product development and customer 
relations. Deregulation provides a 
lot of scope for innovation and 
opportunities to value-add. 
Processing 
a Proprietary and cooperative 
companies have different outlooks 
on relationships with suppliers -
Question as to how significant this 
will be in the future? 
a Ensuring that farmers supply 
what processors require is critically 
important; processors use a number 
of mechanisms to pass on knowledge 
and advice on all aspects of dairy 
farm business management. 
a Processors rely on the success of 
their farmers as much as farmers rely 
on the success of their processor, so 
communication is important. 
Farm Adviser/Extension 
Services 
Q) o Have a responsibility to the processor to provide advice to farmers so they produce what the 
I ) processor needs to be competitive in 
,..., the marketplace. 
lfllllll1' o Farm advisers believe they have a \ \J close relationship with farmers built on trust and sharing. 
,..,...+ o In the future farmers will have 
v much higher expectations of service providers. 
~ 
2000 
A lot has already occurred this 
year with the removal of farm-gate 
pricing and supply management 
legislation and the introduction 
of the Dairy Industry Adjustment 
Package legislation. 
The processors have released their 
initial payment structures and prices 
which indicate their direction in 
the short-term and influence the 
way their suppliers manage their 
businesses. 
Where to from here? 
I would like to speak to you once again and get an update on your 
farm businesses . I believe that to have a clear understanding of the recent 
developments in the industry another short interview looking at some key 
areas would add greatly to this research. These include:-
o the implications of deregulation for your farm business; 
o how you view your relationship with your processor; and 
o what you see for the future of the industry. 
I would like to conduct these interviews in the final three weeks of 
September, 2000. I have attached an interview timetable indicating times on 
Monday, Tuesday and Wednesday of these weeks, with one week allocated 
for each region. If a phone interview at night would be more suitable please 
indicate this on the timetable. 
I hope that you would all like to participate once again. 
If you have any questions please don't hesitate to contact me. 
Amanda Parker 
School of Natural and Rural Systems Management 
The University of Queensland, Gatton, 4343 
Ph. 32558827 or 04 1 8983848 
email. s33 1 755@student.uq.edu.au 
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APPENDIX VI : THEMES AND THEME DEFINITIONS IDENTIFIED IN 
DATA ANALYSIS 
235 
Dairy farmer interviews 
Themes Examples of associated issues 
Relationships with processors Influence of payment systems and milk prices 
Support for processor policy 
Disenchanment with processor policy 
Role of farmer boards 
Role of farm advisers 
Payment systems/ milk prices Perceptions of processor sympathy toward farm 
businesses 
Impact of prices on their business 
Perceptions of payment systems industry wide 
Regulated environment Benefits to their farm business with quota and 
regulated prices 
Perceptions of how relationships work 
Perceptions of industry organisations 
Deregulation Perceptions of the strength of processors and 
supermarkets in negotiating price 
Milk prices and their businesses position given 
new payment systems 
Communication with processor on milk supply 
issues 
Perceptions of government, government policy 
and process of NCP and deregulation 
arguments 
Farmer boards Perceived role and effectiveness in a regulated 
industry 
Future role and effectiveness of farmer boards 
Role in communication processor with 
processors 
Farm advisers Their personal relationship with advisers 
Use of advisers in business decisions 
Perceptions of existing and future role and 
effectiveness of farm advisers 
236 
Supply chain interviews 
Themes Examples of associated issues 
Processor/ retailer relationships Size of retail business and influence on relationship 
Influence of past commercial relationships on 
bottled milk negotiations 
Perceptions of power in negotiations 
Perceptions of communication 
Strategies for future relationship development 
Role of distributors Strategies associated with route trade 
Role in processor/retailer relationship 
Processor/farm business relationships Traditional links - farmer boards and farm advisers, 
future use and funding 
Communication - level of information transferred, 
role of boards and advisers 
Level of understanding from farmers about new 
payment systems and therefore compliance 
Perceptions of control and ownership vs unity and 
good working relationships in supply chain 
Collective bargaining Perceptions of negotiations with milk suppliers 
Transaction costs involved in individual vs group 
negotiation 
Perceptions of power and roles in setting farm gate 
milk prices 
Business strategies in a more Focus on customers and final consumers 
competitive environment New developments in products and services 
Establishing contracts, with increasing focus on 
price negotiations and supply management 
Research and development 
237 
Extension officer/farm adviser interviews 
Themes Examples of associated issues 
Existing and future roles Change of employer will change emphasis in role 
Ceasing of some tasks and introduction of new 
tasks and roles 
Increasing emphasis on QA and business (mostly 
financial) management 
Changing needs of farmers in terms Management of stress and emotional side of change 
K>f advice and services Influenced by changes in processor policy 
Focus on meeting processor requirements in 
relation to milk supply 
Barriers to change Personal barriers 
Organisational barriers 
Barriers at farmer level and barriers at adviser level 
Relationships with farmers Friendship vs role of enforcer of processor policy 
and industry food regulations 
Close and often long-term 
Changing with focus on business and financial 
advice 
Processor/farm business relationship Which side they should be on 
Consideration of their future role in the 
relationship 
Role of advisers in processor/farm Quality supply of milk, meeting processor 
business relationship compositional requirements, meeting quantity 
requirements 
Maintenance of supply base 
Future structure of farm advisory Uncertainty about job security 
servICe Changing responsibilities depending on employer 
Changing relationships between groups of advisers 
Cross processor collaboration 
238 
APPENDIX VII : CONCEPT BOOK EXAMPLE 
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The first column in the concept book contains the reference number to the interview 
transcript and the reference number to the position within the transcript that the quote or 
paraphrasing comes from. The second column contains the direct quotes and paraphrasing. 
The third column contains any additional comments, or initial interpretations and cross 
referencing notes. Colour coding was used to identify themes and linkages between themes. 
The concept book extract provided below is from the first interview series (data collection 
stage one) conducted with dairy farmers. Its structure and the level of detail were common 
to all interview series. Concept book extracts for supply chain interviews and extension 
officers/farm advisers, cannot be presented in this format given the confidentiality promised 
during interviews and the identifiable nature of comments presented in the concept books. 
Concept book for data collection stage one: Interviews with dairy farmers 
D Comments relating to business management 
II Comments about their relationship with processor 
Ill Comments about payment systems and milk prices 
II Comments about the regulated environment 
Comments relating to deregulation 
II Comments about farmer boards 
D Comments about farm advisers 
240 
Ref no 
3 . 1 
D 
3 .2  
II 
II 
3.3 
II 
3.4 
Concepts, themes, & ideas 
'we know how much the income is and 
how much we can spend and that's it. 
We make our decisions accordingly' . 
'The dairy industry is, was the one real 
good industry that you could, especially 
with Pauls. Pauls gave you a price at the 
begining of one year, that you're going to 
be paid for the whole 1 2  months so you 
can base your farm management on a stable 
' pnce . 
'Well the only thing we do is go to meetings 
and read the newsletters and if its possible 
try and do what they want, cause we're at 
bottom end of the line and we can't give 
them excuses to pay us less if we can help it' 
'I don't know. I am still worried. Everything 
we read looks like everything is nice and 
rosey in the garden, like the Queensland 
government is coming out and saying they 
. . ' are gomg to guarantee pnce . 
3 . 5 'this is all suppose to be for the benefit of the 
consumer, but in the end the consumer pays 
more for every product' . 
3 .6  'We live on manufacturing price. Our 
average price is around 32c/litre. So if 
' . contracts ever come, we re m a very strong 
position for contract milk, because there's a 
lot of people getting in the 40c for their 
24 1 
My additional comments 
Doesn't do Q DAS and doesn't 
know cost of production 
Didn't need to know cost of 
production because the price 
was stable. 
Relationship with processor 
and the processors influence 
on business management 
Issues of deregulation and 
government and industry 
discussions 
Always a big difference in ave 
farm gate prices because of 
quota holdings.  If a flat pricing 
system is used in the future, 
some farmers believed their 
Ref no Concepts, themes, & ideas My additional comments 
average price and ours is battling to make ave price would be higher. 
30c' .  
3 .7 'Simply stop spending money on things like 
D fertiliser, is a one way track, it's the start of 
II the end' . 
3 .8 'The shock will be the greatest thing, Uncertainty because of 
II especially after the last couple of things the statements made in the public 
� government has come out and said, like media headlines in the Gympie Times, 
"Queensland government guarantees farmers 
" a pnce . 
3 .9  ' I  think we were lucky with Pauls that Interesting that this is what 
II Parmalat bought Pauls and not National Parmalat had told farmers, but 
Foods. They would have just about closed has shut down two Queensland 
this factory down, all they would have done factories 
was bottled milk out of here and their 
interests would have been Victorian interests 
I think {Parmalat} has got faith in the 
industry here to keep on going' . 
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